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A New Combination of Trends 


The downtrend in business during the last half of 1953 is 
still described by most economists as an “inventory recession.”’ 
Stocks had been high, and the theory was that the drop in 
production resulted from stock adjustments and liquidation. 
Statistics for the last half of 1953 certainly substantiated the 
hypothesis. Between the second and final quarters of the 
year, the decline in gross national product was matched 
almost exactly by the decline in inventory accumulation; 
total final demand remained steady. 


At the same time, the speed with which inventory demand 
reversed itself in late 1953 has dug holes in a number of sta- 
tistical series in early 1954. Witness the recent rise in in- 
ventory-sales ratios in durables manufacturing. Moreover, 
while the personal tax cut has raised disposable income 
above the level of late 1953, the trend of disposable income is 
downward, and a larger percentage of income is going for 
services and to repay instalment indebtedness. ‘This new 
combination of trends has put the spotlight directly on 
consumer markets. (See “The Progress of Liquidation,” 
starting on the next page.) 


Impact of Foreign Recovery 


A flood of imports or dwindling exports? Which has been 
responsible for the vanishing dollar gap? So far, it seems 
to be exports, but other factors have played their part, 
notably the fact that foreigners are improving their position 
as cargo carriers. 

The changes have been so great that foreign nations have 
been able to get gold and dollars instead of having to give 
them to us for goods and services purchased. Turn to page 122 
for an account of the factors that have changed our foreign 
balance from plus to minus. 


The Manufacturing Story—By States 


Even in postwar years, manufacturing in some states 
moved ahead faster than in others. More recent changes in 
the relative importance of the several states as producers of 
manufactured products have not perhaps been so dramatic 
or even so obvious as those which owed their origin to the 
construction of new plants during World War II. Neverthe- 
less, very considerable variation in the rate of expansion 
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occurred from 1947 to 1952. Too, percentage rates of growth 
were often most pronounced in the states least industrialized 
at the earlier date. Value added by manufacture, man-hours 
of factory employment, wage payments, and new capital 
expenditures in manufacturing, all are measures of such varied 
rates of change. For a graphic presentation, in color, of what 
happened to these series in the half decade beginning in 
1947, turn to pages 113-116. 


Welfare in a Cold-War World 


The current state of affairs in British social security is 
deplorable, says Lord Beveridge, and its prospective burden 
is alarming to many. He places blame for this situation 
partly on failure to follow faithfully the blueprint laid out 
in his famous report, partly on an overoptimistic basic 
assumption underlying that blueprint—an assumption of a 
world at peace. Lord Beveridge’s appraisal of the British 
program today, and his suggestions for the future, are con- 
tained in an article starting on page 118. 


Reciprocity a Mixed Blessing 


Reciprocity is looked upon with mixed feelings by the 163 
companies cooperating in this month’s survey of business 
practices. A few companies report that they use it as a 
definite part of sales policy and predicate many or most of 
their purchases largely on the fact that the supplier is also 
a good customer. 

Most companies merely buy from their customers as 
gestures of friendship. In these cases, reciprocity enters the 
picture only after price, quality, and service considerations 
have been satisfied by the supplier. 

For a summary of executive opinions and company prac- 
tices on reciprocity, see the article beginning on page 106. 


Home Grown and Not Exported? 


Is the business downtrend in this country being confined 
to these shores or has it counterparts abroad? With a mini- 
mum of text, a chart presentation, on pages 103-105, gives 
an indication of what is happening to some business indi- 
cators in Europe, Canada, Japan . 


THE PROGRESS OF LIQUIDATION 


Reversal of inventory policy has worked its way deep into the business trend 


mists have tentatively labeled the downtrend 

of business an “inventory recession”—by which 
they mean a relatively mild adjustment in produc- 
tion, with declines in demand concentrated in inven- 
tory demand. The label has developed into a work- 
ing hypothesis, to be retained as long as it helps to 
explain what is happening to business. 

In the first four months of the downtrend, it took 
no great acumen to arrive at the hypothesis, and not 
much research to justify it. For most of the last 
half of 1953, all the evidence of recession was neatly 
packed into the inventory statistics themselves; almost 
everything else—business sales, employment, incomes 
—was holding at or close to peak levels. 

In the past three months, however, the statistical 
picture of business conditions has inevitably grown 
more complicated, as the effects of a substantial re- 
versal of inventory policy have begun to work their 
way through the business system. The declines in 
statistics on hours worked, employment, production, 
incomes, new orders and backlogs can still be traced 
almost entirely to inventory adjustment, and the 
working hypothesis still works. But it takes much 
more effort to line up all of the evidence with the one 
hypothesis. And it is certainly not surprising that 
there have recently been a few reluctant withdrawals 
from the “mild, rolling readjustment” school. 

At the same time, the beginning of a new marketing 
year for consumer durables—and notably a sluggish 
start in 1954 automobile production and sales—has 
precipitated a test of “inventory recession” from an- 
other direction: can total consumer spending for goods 
hold up well enough to permit an easy and fast 
liquidation? 


PROGRESS REPORT ON LIQUIDATION 


In the third quarter of 1953, all the decline in gross 
national product was in “change in business inven- 
tories.” In that quarter, the rate of accumulation of 
business stocks had fallen as much as the total fall in 
output—that is, final demands of consumers, govern- 
ments and business (on capital account) had re- 
mained about constant. Early estimates of fourth- 
quarter gross product showed a further decline (to 
zero) in the inventory accumulation rate. Again the 
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decline in accumulation equaled the decline in total 
output. In fact, as the monthly inventory figures for 
November and December appeared, it became evi- 
dent that during the fourth quarter the book value 
of inventories actually fell by about $1 billion, im- 
plying a reduction in the physical volume of stocks 
(after adjustment for inventory valuation) at about 
a $3-billion annual rate. 

Measuring from the $6-billion accumulation in mid- 
1953, the annual rate of inventory demand had de- 
clined about $9 billion in six months. The annual 
rate of decline in inventory demand was thus about 
$18 billion,t almost four times as great as the widely 
publicized, prospective $5-billion-a-year decline in 
defense demand. The working of this reversal shows 
up not in inventory alone, but in new orders, backlogs, 
sales, and most recently, in inventory-sales ratios. In 
these secondary measures, it shows up, characteristic- 
ally, in magnified dimensions. 


THE CASE OF THE CLIMBING RATIOS 


During much of the last half of 1953, actual ratios 
of inventories to sales did not seem to be unduly high 
even among durables industries, where inventory 
troubles were supposed to be most conspicuous. But 
on the basis of recent statistics on the manufactur- 
ing sector, it begins to seem as though the ratios of 
durables producers have suddenly taken off skyward, 
and that, far from an inventory correction, the balance 
of inventories against sales has become much worse 
(see charts). In any weighing of these figures, it 
should be emphasized that the recent rise in the ratios 
is itself a result of efforts to liquidate; that it is, in a 
sense, par for the “inventory recession” course. 

The mechanics of the rise in the inventory-sales 
ratios of durables manufactures are about as clear 
as any analyst could hope for. While inventories 
of durables manufacturers did not begin to decline 
until November, the process of inventory liquida- 
tion actually began as early as May. At that time, 
a change in attitude toward inventory began cutting 
into the volume of new business. Between May and 
October, in fact, new orders in durables industries 
declined steadily and at an extraordinarily rapid 


‘During the 1949 recession, a rate of decline in invento demand 
equal to the $18-billion rate of the last half of 1953 papal 'only 
very briefly, in the first quarter of 1949. 
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Inventory-Sales Ratios: Big Rise Is in Durables Manufacturing 
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rate—from $13.1 billion to $9.7 billion, or about 5% 
per month. By October, when inventories reached 
their peak, the rapid decline in new orders had already 
spent itself. Between then and the new year, the flow 
of new business declined only 1% per month. 

Because of a relatively high level of backlogs in 
durables industries, manufacturers were able to sus- 
tain a high sales rate for several months after the 
collapse of new orders. Sales in these industries 
reached their peak in July, two months after the peak 
in new business, and then began a steady and sub- 
stantial decline that was still continuing at the 
year end. The delay in the decline of shipments was 
the chief reason why the inventories of durables 
manufacturers continued to grow after new orders 
fell; for much of durables production (steel, for ex- 
ample), one manufacturer’s shipments are another’s 
receipts. 

In the first half of 1953, backlogs of durables pro- 
ducers were subsiding slowly—at a rate of less than 
$.3 billion per month. Starting in May, the rate of 
decline in backlogs accelerated rapidly, reaching a 
peak of $3.4 billion in October (see chart). By De- 
cember, the monthly disappearance of backlogs had 
fallen to $2.3 billion, as shipments moved downward 
toward the lower level of incoming business. 


THE INVENTORY TREND IN 3-D 


Thus new orders in durables industries reached a 
peak in May, sales in July, and inventories in October. 
At year end, the rate of new orders was 27% below 
its 1953 peak, sales were down 14%, and inventories 
only 1%. The ratio of inventories to sales had 
climbed appreciably above its midyear level, and $14 
billion of backlogs had been consumed, partly by con- 
version into inventory (see charts). 

There is nothing particularly unusual about this 
sequence, or the dimensions involved. In fact, it is 
the anatomy of inventory adjustment, and it occurs 
at the retail level as well as in manufacturing. In 
order to bring their year-to-year stock comparisons 
from plus 9% in August to plus 2% at year end, 
department stores found it necessary to reverse their 
outstanding orders comparison from plus 17% in May 
to minus 20% at year end. In manufacturing, as in 
retailing, the inventory-sales ratio tends to move 
against the sales component, rather than with the 
inventory component. Sales, being a rate, can change 
quickly; inventory, being a stock, changes only slowly. 

This is not to make light of the inventory-sales 
ratios and their meaning now that they are high. In 
practical terms, stocks look bigger when sales rates 
decline, and that doubtless makes business more 
sensitive to any declines in demand originating out- 
side the inventory sector. But the problem of high 
ratios is still restricted to durables manufacturing; in 
soft goods manufacturing, ratios are still reasonable, 
because sales rates have remained relatively firm. 


In retailing, stocks appear to be above a historical 
relation to sales, but not ominously so." 

Moreover, the decline in shipment rates that has 
inflated ratios in durables manufacturing has already 
put a big dent in durables stocks held at wholesale 
levels. Because final demands for durables (other 
than automobiles, which are not held in important 
volume by wholesalers) have been firm, sales rates of 
durables wholesalers have continued strong. In fact, 
their December sales, after taking account of seasonal 
factors, were the highest on record. The combination 


1Backlogs in soft-goods industries have been declining for several 
months, however, and it would not be particularly surprising if 
first-quarter manufacturers’ sales figures in those nondurables indus- 
tries where backlogs are important—textiles, leather, paper, and 
printing and publishing—were also to show some weakness. As with 
durables, the result would be a sudden rise in inventory-sales ratios. 


_Lagging Backlogs of Durables Producers Have 
Forced Down Their Sales 
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The Decline of Durables Backlogs Has Been 
Widely Distributed 


Index numbers: December, 1952=100 
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of record sales and a sharp drop in receipts from 
durables manufacturers caused an _ extraordinarily 
rapid liquidation in the last two months of 1953. Be- 
tween October and December, wholesale stocks of 
hard goods fell about 6%; all seven of the industrial 
classifications among durables wholesalers showed 
considerable inventory declines, and marked improve- 
ment in inventory-sales ratios. 


THE PROGRESS IS GOOD 


What scattered figures are available for the first 
quarter of 1954 suggest that inventories other than 
retail automotive stocks are draining at a rate some- 
what faster than in the fourth quarter. (What will be 
the total rate of liquidation for the quarter as a whole 
depends, at this writing, on what happens to auto- 
motive production in late February and March.) 
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Again excluding automobile stocks, there is even some 
evidence that the rate of liquidation might be nearing 
a peak, although liquidation itself may not be over 
for months, even if general business conditions were to 
remain entirely favorable. The January survey of 
the National Association of Purchasing Agents—a 
group that sees the business cycle peculiarly from an 
inventory viewpoint—suggests that holdings of more 
and more commodities are being reduced to basic 
working levels of stocks, and a recent Fortune survey 
finds that soft-goods producers expect to end their 
liquidation by the end of the first quarter. The Na- 
tional Bureau group of eight so-called leading eco- 
nomic series, which forecast the 1953 inventory re- 
cession with near unanimity,! no longer point con- 
sistently to a further decline. At least four of the 
eight series—new orders in durables industries, securi- 
ties prices, manufacturing building contract awards 
and residential building contract awards—now point 
sideways, or up. 


NOTES ON FINAL MARKETS 


If “inventory recession” is nearing a peak rate of 
liquidation, a hypothesis which a large number of gov- 
ernment economists would subscribe to, it is reach- 
ing that rate before governments and businesses have 
been at all affected, in so far as their incomes and 
spending are concerned, and before the consumer 
market has been very seriously affected. 

In the fourth quarter, a moderate decline in de- 
fense expenditures by the Federal Government was 
offset by a rise in state and local spending. Thus far 
in 1954, the weekly trend of defense outlays has been 
upward. 

So, too, the $35-billion construction market re- 
mains firm, with offsetting changes occurring about 
as was forecast many months ago by the Department 
of Commerce. In January, the total value of con- 
struction put in place rose 3% above January, 1953, 
to a new record for the month. Relative to last year, 
the change in expenditures on new private dwelling 
units was small, while outlays for additions and alter- 
ations were up 6%. Increases in commercial building 
far outweighed a decline in industrial building, and 
rises in public construction outlays for schools and 
highways offset declines in public, industrial and 
military work. Construction contract awards in the 
four months ended in January, 1954, ran well above 
a year ago. Within construction, as within govern- 
ment, “rolling readjustment” is still an appropriate 
description of the trend. 

In the consumer market, on the other hand, the 
condition of demand is still unclear. In December 
and January, sales of automotive outlets fell to their 
lowest level since the 1952 steel strike, with the differ- 
ence between the seasonally adjusted October, 1953, 
rate and the January, 1954, rate amounting to about 

1See The Business Record, November, 1953, page 402. 
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$5 billion a year in sales volume. While sales of de- 
partment stores and other soft-goods outlets have held 
up fairly well, they have shown no indication of off- 
setting the decline in automobiles, and sales of other 
consumer durables have not changed since October. 

Something of the process at work in consumer 
markets is disclosed by the fact that, measured 
against early 1953, consumption in early 1954 shows 
a $4-billion decline in the annual rate of hard-goods 
purchases, and no change in soft goods, while outlays 
on services have risen by about $5 billion. Consumer 
expenditures for services have risen from 21% of 
total gross product in early 1953 to about 23% in 
early 1954, and from 33.5% of all consumer expendi- 
tures to about 36%. 


THE SQUEEZE ON DURABLES 


Spending for durables thus seems to be caught in a 
three-way squeeze between rising outlays for serv- 
ices, falling income, and a higher level of repayment 
obligations on instalment debt. Consumers have gone 
into 1954 with disposable personal income (after 
allowance for the $2.4-billion personal tax cut) per- 
haps $3 billion above its annual rate in the first 
quarter of 1953, but the month-to-month trend in 
disposable income is apparently downward. Con- 
sumers are spending $5 billion more of their income 
on services and about $2 billion more on debt repay- 
ment. Funds available for the purchase of goods 
and for saving—excluding saving in the form of re- 
payment of instalment debt—are now running roughly 
$4 billion below their annual rate at mid-1953, and in 
all likelihood the gap is still widening. Whether this 
decline will show up in spending, or in a contraction 
of liquid saving, is still not resolved, but the evidence 
thus far suggests very little, if any, decline in the net 
saving rate. In fact, a free-hand estimate of the 
personal saving rate in January would suggest that it 
has increased rather than lessened. In November 
and December, the rate of net inflow into savings 
accounts and savings and loan associations showed 
no decline, and net sales of United States savings 
bonds rose somewhat above year-ago levels. Sav- 
ings in the form of currency, demand deposits, and 
securities other than savings bonds has shown some 
change in composition, but little change in aggre- 
gate. 

The inference that the fall in income available for 
goods and saving has thus far been absorbed by con- 
sumer durables markets, rather than by a decline in 
the saving rate, is supported by the behavior of instal- 
ment credit extension in recent months. In De- 
cember, extension of automobile credit was off about 
one sixth from December, 1952, and about the same 
amount from the average rate of the first quarter of 
1953. Credit extension for other consumer goods was 
off about one seventh. On a seasonally adjusted 


basis, outstanding instalment debt was rising at a 
$6-billion annual rate at the end of 1952. By mid- 
1953, the rate of rise had slowed to about $3.5 billion. 
In December, it stopped entirely. ! 

The net of these figures is to raise a tentative excep- 
tion to the evidence that this is still an “inventory 
recession”—an exception that should be watched in 
the months to come. To fullfil the conditions of “in- 
ventory recession,” it would be logical to expect some 
contraction in the personal saving rate, particularly 
in view of the steady increase in outlays on services. 
Thus far, the rate appears to have stuck stubbornly 
at the high level that has prevailed through most of 
the period since the beginning of 1951. 


Apert T. SOMMERS 
Business Analyst 
Division of Business Economics 


Projecting Profits from Projects 


Ample proof is offered periodically by well-informed 
sources showing that less scientific control and less skilled 
analysis are applied to capital expenditure policies and pro- 
cedures than in any other important field of management. 
With this in mind, the Philadelphia chapter of the National 
Society for Business Budgeting undertook to study one of 
the basic aspects of capital expenditure procedures; namely, 
the much-debated problem of the correct method of comput- 
ing the rate of return on a proposed outlay of funds. The 
committee developed a new technique known as the in- 
vestor’s or cash-flow method. This technique was presented 
at the 1953 Annual Convention of the National Society for 
Business Budgeting and was later explained in a brochure 
by Horace G. Hill, Jr., of Berwyn, Pennsylvania, who was 
formerly budget director for the Atlantic Refining Company. 

The investor’s method is based upon the principle that 
in buying an investment a company is actually buying a 
series of future annual incomes. In essence, the mechanics 
of the method consists in determining the interest rate that 
discounts future earnings of a project down to a present 
value equal to the cost of the capital project. This rate then 
is the rate of return on the investment. 

The author, in his pamphlet, compares the investor’s 
method with other methods of computing the return on 
capital under various situations, demonstrating that the rate 
of return arrived at through this method is dependable on 
an absolute, as well as a relative, basis. Whereas other ac- 
counting methods may accurately compare the return ex- 
pected from projects with identical characteristics, they can- 
not furnish a rate of return on different proposed invest- 
ments accurate enough to enable a company to rank its proj- 
ects according to profitability. In addition, this method has 
the virtue of being dependable in an absolute way. It makes 
possible a comparison of the rate at which money may be 
procured with the rate of return that can be expected on it. 
In other words, the investor’s method indicates the maxi- 
mum rate of interest at which funds can be borrowed to 
finance a project without causing it to show an ultimate loss. 


—J. H. W. I. 
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WHAT ABOUT EUROPE? 


Industrial production (1948=100) 
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HE BUSINESS slowdown in the United States 
naturally raises the question: ‘What about 
Europe? Has a similar drop taken place there?" 
Without going into details or trying to dig beneath 
the surface, the charts here and on the two following 
pages attempt to give a sketch of events there. 
First, industrial production (mainly mining and 
manufacturing output) declined in the third quarter 
of 1953, both in the United States and the rest of the 
world. It continued to decline in the fourth quarter 
in the United States, where the drop appears to be a 
sign of a genuine letdown in business activity. In the 
United States, the drop from the second to the third 
and fourth quarters is exactly counter to the move- 
ment of industrial activity in the same period of 1952. 
The influence of seasonal factors would appear nil. 
But one cannot be so sure about the rest of the 
world. The drop in industrial activity from the second 
to the third quarter of 1953 in Europe and the world, 
excluding the United States, may be just a seasonal 
drop. The same dip took place in 1952, but fourth- 
quarter figures then showed a sharp recovery. Fur- 
thermore, the level of activity in the third quarter 
was well above that in the comparable period in 1952. 
European Payments Union members on the continent 
made progress in closing their trade gap in 1953. 
The drop in imports has played the more important 
part; exports have remained fairly stable during 1952 


and 1953. As against this picture, United States ex- 


ports (excluding military aid) have dropped to such 
an extent that our favorable trade balance has vir- 
tually been eliminated. A small deficit was actually 
incurred in the first and third quarters of 1953. But 
this may be bookkeeping since all military aid (in- 
cluding services), and not just goods alone, has been 
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deducted from exports. Exclusion of economic aid 
would make an even less favorable picture. 

The larger part of the change in our trade balance 
has been the result of falling exports. A connection 
exists between industrial recovery in Europe, falling 
imports there and falling exports here. In other words, 
recovery in Europe has lessened the dependence of 
those countries upon the United States. 

What fourth-quarter, 1953, data are available 
show that industrial activity rose in the principal 
industrialized countries of the world. For the most 
part, these data are available for only October or 
November, but so far they point upward rather than 
downward as in the United States. Canada was the 
only one of the eight nations to show a decline in 
both October and November. 

Inflation appears to have been brought to a halt 
in virtually all the countries shown. The index of 
wholesale prices has been stable and slightly falling 
in all countries except Japan during 1952 and 1953. 
In this one country, a continued upward movement is 
evident during the latter half of 1953. 

Price experience abroad appears to be similar to 
that in the United States during the same period, 
with wholesale commodity indexes moving within an 
extremely narrow range. 

Employment and unemployment do not show signs 
of a pronounced business letdown outside the United 
States. Employment has been very steady in all the 
seven countries shown except Germany, where it ap- 
pears to be rising. Unemployment evidently moved 
in its accustomed seasonal pattern. Only in Belgium 
and Canada does it appear in the latter part of 1953 
to be actually above the comparable 1952 period. 


Trade balance in billions of dollars, quarterly 
data, seasonally unadjusted, at annual rates 
30 


E.RU. COUNTRIES 
& DEPENDENCIES 


IMPORTS 


Ga 
COOXP 
OP 
Ly 
‘y 


20 
EXPORTS 


UNITED 
STATES 


IMPORTS 


PB EXPORTS LESS MILITARY AID 


195] 1952 


IS BUSINESS CONTRACTION A 


Industrial Production and Wholesale Prices (1948=100; France only: 1949=100) 


150 
PRODUCTION 


125 PRICES 


UNITED 


PRICES 


= eT tt tT tel 


PRICES 


-—_e2= = 
es = 
wee Mere awn, ae 


7 


NETHERLANDS PRODUCTION 
_fduem a PRICES 
= 


a hd 


PRICES 


WESTERN GERMANY PRICESIxyarrs 


Sled 
x wees FTeonQ eseeer” 
~_2 


PRODUCTION 


PRODUCTION 


PRICES 


5 
1950 1951 1952 1953 1950 195) 1952 1953 


104 BUSINESS RECORD 


UNITED STATES MONOPOLY? 


300 


BELGIUM 


ha 1950 195! 


MARCH, 1954 


UNEMPLOYMENT 


EMPLOYMENT 


Employment and Unemployment (1948=100) 
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Executives Report on 


RECIPROCITY—MANY PRACTICE, FEW FAVOR 


is looked upon with disfavor by most companies 

cooperating in this month’s survey of business 
practices. The great majority of the 163 reporting 
executives believe that making sales on the grounds 
of reciprocity alone stifles competition and runs 
against the grain of the free enterprise system. 

On the other hand, none of the cooperators carries 
its dislike for reciprocity to the point where it will not 
do business with its industrial friends. Most com- 
panies like to buy from their customers and have 
their suppliers buy from them, if possible—provided 
price, quality and other terms are competitive. The 
following statement of a paper company executive 
sums up the predominant attitude: 


| Oo rorsenere as a means of gaining business, 


“Reciprocity, as such, is an undesirable business prac- 
tice. However, if business can be placed with a firm 
which is a customer of ours, without penalty or pressure, 
this is a normal and pleasant relationship and hardly 
comes under the designation of reciprocity. We are 
happy to do business with our friends.” 


Reciprocity policies of companies reporting to the 
Board fall into three categories: 


© Reciprocity is a deliberate sales tool 

© Reciprocity, or more accurately "favoring one's 
friends," enters the picture when all other factors are 
equal 

eNeither reciprocity nor friendship consciously 
enters any sales transaction 


A DELIBERATE SALES TOOL 


Reciprocity is used as a deliberate sales tool in less 
than one fifth of the responding companies. In only 
four of the twenty-six industry classifications repre- 
sented in this survey does a majority of companies 
employ reciprocal buying as a means of stimulating 
sales. These industries—steel, industrial machinery, 
heating and plumbing equipment, and petroleum— 
report that the practice is one that has been with 
them for years. As one executive put it: 


“We have always practiced reciprocity whenever it 
seemed advantageous to do so, and we expect to continue 
to do so in the future.” 


Advantages of Reciprocity 


Several of the companies which employ reciprocity 
as a matter of sales policy point out that it has other 


advantages besides the obvious one of increasing 
sales. Some cooperators claim that reciprocal trading 
has enabled them to obtain materials which have 
been in short supply. As the general manager of a 
conveyor company points out: 


“Unquestionably, reciprocity has proven itself to be de- 
sirable, especially during the past years. It has assisted 
those who practice it to obtain certain hard-to-get mate- 
rials, thereby permitting the involved persons to do a 
better job for each other.” 


His views are substantiated by the treasurer of a 
machinery company: 


“Those reciprocity arrangements in effect have worked 
out very satisfactorily. Our requirements are such that 
we can use advantageously only high-grade raw materials. 
Reciprocity has helped us obtain them, when our prod- 
ucts have been suitable for the other party to the agree- 
ment.” 


But most companies enter into reciprocity arrange- 
ments primarily to sustain or get more business. An 
engine manufacturer points out his company’s prac- 
tice: 


“We keep records of our purchases from our principal 
suppliers and make a special effort to try to cover well 
and satisfy the buying factors in these companies. We do 
this on the theory that these companies should be dis- 
posed to do business with us provided we can serve them 
as well as others. Likewise, we try to give every possible 
consideration to important customers, so that they will 
have a full opportunity to satisfy the various factors 
in our organization who have the power of selection and 
decision on purchases.” 


"Forced To String Along .. ." 


Many executives who report that reciprocity is a 
company policy state that they are not happy with 
the arrangement. These men say that their companies 
are involved in reciprocal arrangements merely as a 
defense and would not engage in the practice if they 
were not forced to string along, either by custom of the 
industry or pressure from customers. These com- 
panies recognize that reciprocity has its disadvan- 
tages, but feel it would be impractical for them not to 
engage in it. The following comments are typical 
of the feelings of cooperating companies: 


“There are occasions when we engage in reciprocal 
buying and selling. This we have to do because so many 
others are doing it. Generally speaking, we believe 
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business would be better if reciprocal questions would not 
arise and products were sold entirely on their merits, but 
it is just as unrealistic to expect this to happen as to 
expect members of a family not to be more interested 
in their relatives than in outsiders.” (Electrical machinery) 


“Reciprocal buying and selling is being done defensively 
—in other words we feel we have to enter reciprocal ar- 
rangements because others are doing so. But because 
we feel our product is as good as any other, we think that 
strict competition without the back-scratching deals is 
more in turn with the free enterprise system.” (Industrial 
machinery) 


“We have only a few customers, though I admit 
they are our largest, where reciprocity enters into the pic- 
ture at all. Naturally, being a small company, we do not 
like reciprocity at all and do only as much reciprocal 
trading as we are forced to do in order to keep in the 
good graces of these large accounts.” (Industrial machin- 
ery) 

“Basically, we do not feel reciprocity is a desirable 
practice, but in a situation where it is widely practiced, 
it is necessary that we engage in it to some extent. Obvi- 
ously, the pressures are greatest from the largest cus- 
tomers, many of whom are also suppliers to us.” (Steel) 

“T feel that intellectually business predicted upon reci- 
procity is bad, but since we have had so much of it over 
the years, emotionally I am afraid I have to bow my 
head and say ‘amen’ thereto.” (Abrasives) 


Used with Discretion 


Even in companies where it is a deliberate policy, 
reciprocity is rarely the dominant factor in any trans- 
action. In most cases the practice is used with con- 
siderable discretion, and is decisive only if other 
factors, such as price, quality, delivery, and service 
can be met by various vendors. As several executives 
point out: 


“Reciprocity does enter into some of our purchasing 
procedures. Normal purchases of supplies are not too 
much affected; but on major items, particularly those 
where we go out for quotations, reciprocity is the fourth 
consideration. Quality, delivery and price are first con- 
sidered.” (Petroleum) 


“Reciprocity is considered by us to be desirable only 
when it involves the placing of business with suppliers 
on a basis that results in no premium being paid because 
of price, quality or service. If everything is equal, we 
consider it good practice to do business with those 
concerns who are favoring us. In selling we expect no 
more and hope for no less consideration from our cus- 
tomers.” (Nonferrous metals) 

“We do not give consideration to reciprocal buying 
and selling unless all other factors are considered equal. 
It is felt that any broadening of the reciprocal buying and 
selling policy other than above outlined would be harm- 
ful rather than of benefit to the company.” (Hardware) 


With rare exceptions, companies which engage in 
reciprocity as a matter of policy report that recipro- 
cal buying and selling affects only a small part of their 
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business. In most cases it is deliberately kept down: 


“Our company does acknowledge the policy of recipro- 
cal buying and selling, but we try to minimize its influ- 
ence upon our basic sales policy.” (Foundry) 

“It is our company’s policy to engage in reciprocal 
buying and selling although it is not pushed to an un- 
reasonable degree.” (Steel) 


FAVORING ONE'S FRIENDS 


To most companies cooperating in this survey, reci- 
procity simply means doing business with one’s 
friends. Each transaction is treated on its own merits 
and reciprocity enters the picture only as a result of 
the natural desire to establish and maintain friendly 
relationships with the people with whom business is 
done. Reciprocity is neither encouraged nor dis- 
couraged in these organizations. Formal policies on 
the subject usually do not exist. 

As is the case where reciprocity is practiced as a 
matter of policy, friendship is usually considered only 
if other terms and conditions can be met. A manu- 
facturer of electrical machinery points out: 


“As with all transactions in business, friendship does 
play a great part. Our business friends have every oppor- 
tunity to present their case and if all things are equal, 
they would have a preference on products consumed by 
our manufacturing departments. But our purchasing de- 
partment has full authority to make decisions and place 
orders where they will be most advantageous to our 
operations.” 


And a turbine manufacturer says: 


“The desire to do business with our friends, provided 
it does not result in a penalty, is a perfectly normal and 
wholesome business practice.” 


Some companies prefer to place the emphasis on 
“good customer relationships” rather than on “friend- 
ships” as such. Thus, an oil company executive says: 


“I feel that reciprocity has an informal place in our 
business, but prefer to call it commercial relations as I 
find it a pleasure to do business with our customers.” 


And the secretary of a chemical company points 
out: 


“While reciprocity is not a company policy, we do feel 
that a certain amount is justified. It is only natural to 
favor a good customer where price, quality and service 
are equal. We do not feel that reciprocity is desirable 
where carried to extremes and threats are made to secure 
business.” 


A steel executive summarizes the attitudes of re- 
porting companies on dealing with one’s industrial 
friends: 


“Reciprocity is merely purchasing from our friends, 
who would in turn purchase our products. It is a, desir- 
able practice as long as the purchases are based on price, 
quality and service being equal. For example, the dis- 
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counts to us are the same from all mill and mine houses; 
hence we can purchase from our reciprocal accounts, and 
do so. If their service is not competitive we will quit 
purchasing from them.” 


RECIPROCITY IS NOT CONSIDERED 


About one fifth of the reporting companies state 
flatly that reciprocity is not a consideration in any 
transactions to which they are a party. In some 
cases, this lack of reciprocal arrangements is the result 
of a deep-seated conviction that “reciprocity has no 
place in business.” It is felt that neither friendship 
nor customer relations should be permitted to influ- 
ence any purchase or sale which the company makes. 
These companies want transactions to be based upon 
merit alone. An executive of a food producer states: 


“The company has a firm policy of refraining from 
reciprocal buying and selling. To be sure, it is impossible 
to escape reference to reciprocity in the conversations and 
bargaining that go on, but it is our policy to treat each 
transaction on its merits and we feel that both we and 
our suppliers and customers fare better that way in the 
long run.” 


And a machinery company states, bluntly: 


“Under no circumstances or conditions do we engage 
in reciprocal buying or selling. We plan to maintain this 
policy and sincerely hope that others do likewise.” 


In other companies which do not participate in 
reciprocal trading, however, there is evidence that 
“we would, if we could, but we can’t.” Executives of 
these organizations point out that there is little oppor- 
tunity for them to practice reciprocity because of the 
products they make or because of their size: 


“Our company policy does not provide for reciprocal 
buying and selling as the nature of our business does not 
make this possible.” (Miscellaneous metals) 

“It is not our policy to engage in reciprocal buying 
and selling. For our relatively small type of specialty 
operation, we do not feel that reciprocity is a desirable 
business practice.” (Steel) 

“Reciprocal buying and selling in our industry here 
in the Northeast could be of no consequence. Any local 
grain which the feed manufacturer could buy would be 
of such minor importance that it could not be considered 
a factor.” (Food) 

“We do not take part in reciprocal buying for the 
simple reason that we are not a large enough company to 
make our weight felt.” (Electrical machinery) 


Undesirable Aspects 


To most executives cooperating in this survey, reci- 
procity has many undesirable aspects. Even com- 
panies which use the practice as a matter of policy 
often criticize it, although they continue to base 
transactions upon it. 

The most common complaint about reciprocity is 
that of the small company. These organizations point 


out that, by reason of size alone, they are often 
eliminated from consideration in some industries. Fol- 
lowing are typical comments from some of the smaller 
companies cooperating in this survey: 


“We feel that reciprocal buying and selling is a most 
undesirable business practice as it is grossly unfair to 
smaller establishments. It smacks of certain phases of 
the cartel system practiced in Europe, which probably 
has done more than any other single force to limit develop- 
ment in that continent.” (Industrial machinery) 


“We are not a particularly small company, neither are 
we the largest, but we have never used reciprocity in 
our selling and do not intend to do so. Buying on the 
basis of reciprocity only denotes poor management and 
poor selling, and in the end will reflect in a tremendous 
public reaction against the larger units of industry who 
are trying to stifle smaller units by this unfair method of 
selling.” (Electrical machinery) 

“We believe that our merchandise or the merchandise 
of any other firm should be judged on its price and qual- 
ity rather than on the size of the institution.” (Awto- 
mobile equipment) 

“We do not like reciprocity in our business for a very 
selfish reason: our much larger competitors buy vastly 
more than we do.” (Steel) 


Another undesirable aspect of reciprocity, accord- 
ing to many companies, is the fact that it stifles free 
competition, regardless of the size of company in- 
volved. An executive of an automobile equipment 
company says: 


“This company has always favored free competition, 
and has never felt that any sales advantage to be gained 
by reciprocity would offset the advantages of purchasing 
in a free market.” 


The treasurer of a large chemical producer points 
out: 


“Reciprocity is undesirable for many reasons, but per- 
haps the most important is the fact that it tends to elimi- 
nate the normal relations between buyer and seller, and, 
therefore, tends to throttle the free competitive market.” 


A machinery manufacturer elaborates: 


“Buying should be done objectively. It should not 
be influenced by pressures to throw business to good cus- 
tomers. By permitting certain people special privileges 
as suppliers, we would discriminate against other worthy 
suppliers. The favorite supplier is likely to consider him- 
self entrenched and become careless in service and price. 
Past experience with reciprocity showed us that normal 
buying patterns were distorted and business became a 
matter of maneuver rather than competition.” 


Another large group of cooperators feels that 
reciprocity is undesirable because of its effect upon 
sales and purchasing policy and personnel: 


“Reciprocal selling works against the seller as it 
destroys the initiative of the salesman and usually in 
the end becomes an aid for poor management with a 
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consequent lowering of the morale of the company which 
uses reciprocity.” (Electrical machinery) 


“We feel that reciprocity is an undesirable business 
practice since it interferes with sound purchasing policy 
and causes emphasis to be placed upon other than the 
important purchasing considerations of quality and price.” 
(Railroad equipment) 

“Reciprocity is undesirable because it places sales 
functions in the purchasing department rather than in 
the sales department.” (Miscellaneous metals) 

“We highly disapprove and strongly resist any attempts 
to promote reciprocal purchases, in the belief that the 
efficiency of our purchasing department should not be 
hampered by artificial trade restrictions.” (Teztiles) 


Other objections deal with the possibility that 
reciprocity “might result in a slowing in the develop- 
ment or awareness of technological improvements,” 
and the fact that it often “represents selling on an 
insecure short-run basis.” 

One executive sums up his feelings about reciprocity 
as follows: 


“Reciprocity is a crutch and a crutch indicates a cripple, 
and a cripple is not a strong man.” 


Convertibility a la Keynes 

“When I offer, in perhaps patronizing fashion, a benevo- 
lent word in favor of convertibility, as laid down in the 
Articles of Agreement of the International Monetary Fund, 
I am only following Lord Keynes, who expressed himself 
as in favor of the use of powers of negotiation and of bilateral 
arrangements about trade, but wanted to be sure that in 
the upshot anything which resulted from trade negotiations 
was made possible by suitable exchange arrangements. This 
is quite different from what is intended by present-day talk 
about convertibility, which is something that is not depen- 
dent upon maintaining and increasing discrimination in trade, 
but is associated with reducing it and eventually removing 
it. What I should myself advocate is something very differ- 
ent from what lies behind the present-day irresponsible talk 
about convertibility—indeed it is the flat opposite. What I 
am saying is that if we had enough trade discrimination, 
harmoniously and constructively administered, we might be 
able to introduce convertibility of currency on current ac- 
count, though I think there is the technical difficulty of dis- 
tinguishing between balances arising from current trans- 
actions and balances the movement of which would really 
constitute withdrawal of capital. Those who talk of con- 
vertibility as a goal are really, although perhaps they do not 
always realize it, thinking of the reenthronement of the 
doctrine of nondiscrimination in international trade. That 
seems to me to mean the abandonment of any effort to get 
world trade on to a more stable and healthy basis.”— 
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Cooperating companies report that, in spite of in- 
creased competition, they expect to see little change 
in their policy and practice on reciprocity in the 
next six months. A few companies report that “reci- 
procity will be considered more often and given more 
weight than it has in the past few years,” but more 
than 90% anticipate no change. Only one cooperator, 
a steel company, reports increased reciprocal buying 
and selling activity within the past few months. 


RESPONSIBILITY FOR RECIPROCITY 


Sales and purchasing executives are most com- 
monly responsible for administering reciprocity ar- 
rangements. In about one third of reporting com- 
panies, sales and purchasing executives jointly handle 
reciprocal trading, while sales executives alone and 
purchasing executives alone each are responsible for 
reciprocity in about a quarter of the cooperating com- 
panies. In the remaining companies, reciprocity is 
handled through committees of top management. 


Matcorm C. Neuyorr 
G. CLarkK THOMPSON 
Division of Business Practices 
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R. F. Kahn, “International Regulation of Trade and Ex- 
changes,” in “Banking and Foreign Trade,” Lectures de- 
livered at the Fifth International Banking Summer School, 
Europa Publications Limited, London, 1952, pages 44, 45. 


Finance Figures for '53 


The total amount of new-money financing in 1953 (i.e., 
funds for plant, equipment, and working capital) was about 
$8.1 billion, according to present indications. This was only 
$100 million below the total new money raised in 1952 
through corporate issues. Of the new-money funds, it is 
estimated that about $5.8 billion was for new plant and 
equipment, about $600 million less than in 1952, despite the 
fact that capital expenditures increased to new record levels 
in 1953. It is estimated that about 25% of total plant 
and equipment expenditures in 1953 was provided by securi- 
ties flotations, compared with 28% for 1952. This indicates 
that companies as a whole relied even more heavily on in- 
ternal sources of funds such as retained earnings and depre- 
ciation accruals. 

Debt financing, including both public and private offer- 
ings and issues for both new-money and refinancing purposes, 
amounted to approximately $7.1 billion in 1953, or $600 
million less than in 1952. Equity issues were only slightly 
lower in volume than in the previous year with common 
stock offerings of about $1.3 billion and preferred: stock 
financing of $500 million—Securities and Exchange Com- 
mission. 


FINANCIAL NOTES AND FOOTNOTES 


HIS IS AN unusual, if not unique, year in money- 

market history. As to this, there is all but unani- 
mous agreement. On the unique side, this appears to 
be the first time that any central bank has taken such early 
and drastic action, not to relieve extraordinary stringency 
in the money market but to head off what various authori- 
ties identified as a threat of a recession or depression on 
the rather distant horizon. 


This credit policy has, moreover, proved to be not 
a one-step affair but a continuing process embracing 
various maneuvers. First, large-scale open-market op- 
erations; then reduction in member-bank requirements; 
then a lower rediscount rate; and all of them accompanied 
by such unofficial assurances as Reserve authorities could 
give that applications by member banks would be wel- 
come at the discount window. 


From all this, the impression is practically uni- 
versal that the Reserve authorities will continue to 
pursue such a course unless and until they feel well 
assured that business has “turned the corner.” As of 
the third week in February, belief was rather widely 
held that a further reduction in member-bank re- 
serve requirements was in the offing. 

And all this in the complete absence of any actual 
crisis in the money market! 


But there are some other factors in the situation 
today that are out of the ordinary. Among them are 
certain results of the fact that the Treasury has not 
been able to get an increase in the federal debt limit. 
Out of this state of affairs grows the exceptionally large 
volume of crop support loans now held by the commercial 
banks—current estimates running from $1.25 billion 
to well over $2 billion all told, including direct loans 
and participations, as well as the participation cer- 
tificates placed in the banks by the Commodity Credit 
Corporations in accordance with the program now 
well publicized. 

Another factor, somewhat less well known, is the 
changed practice of the Treasury with respect to what 


used to be termed progress payments on defense con- 


tracts. These partial payments on large contracts 
placed with manufacturers were designed more or 
less to keep pace with progress on completion of the 
work contracted for. At least partly by reason of the 


pressure imposed by the narrow debt-limit margin now 
in effect, the government has been pursuing a policy 
of definitely less liberality in making such payments. 
One result, naturally, is to oblige these contractors to 
apply to their banks for loans to carry a much larger 
part of the contract until completion—and the more 
nearly completion is approached the greater this load. 

There is likewise very considerable uncertainty injected 
into the money market by the possibility (though by no 
means certainty) that the Administration and Congress 
may presently grant important tax concessions as a means 
of stemming a much-feared recession. Such a move 
would have wide repercussions elsewhere, of course, 
but of chief interest here is the fact that it would 
greatly enlarge the deficit. Then the Treasury would 
be forced into the money market with new issues which 
otherwise would not have to be offered. 


The debt-limit impasse has also complicated debt 
management problems. Governments for months past 
have been booming. Conditions highly favorable for 
raising funds certain to be needed before the year is 
out, have had to be ignored for the simple reason that 
there was an insufficient margin between outstanding 
debt and the statutory debt limit. 

The Treasury has had to wait until tax anticipa- 
tion instruments are turned in at the middle of March 
(thus reducing outstanding debt) to begin to meet 
clearly foreseen cash needs during the last half of this 
calendar year. And when that time arrives it may well 
prove that the market is not nearly so receptive as it 
was some month or two earlier. 

The financial community, particularly the money 
market, has for the past few weeks been primarily 
concerned with the state of affairs likely to obtain during 
the March tax "squeeze." Or is there to be any squeeze 
on or about the Ides of March? 

There are certain influences bearing upon the situ- 
ation this year, over and above the factors usually 
tending to tighten things up on such occasions. First, 
the so-called Mills plan calls for payment on March 15 of 
45%, of the tax liability growing out of 1953 corporate 
profits. No one knows just how large a part of the 
funds required for the purpose has been accumulated 
by the corporations, and how much borrowing at the 
banks will be required to make up the deficit, if any. 
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As time has passed, bankers and others have tended to 
reduce their estimates of the volume of loan applications 
banks are likely to receive on this account. 

Other related questions of interest to the money 
market are:- How much cash (and how much in tax- 
anticipation obligations) will the Treasury take in 
from corporations on March 15? The Treasury may 
well be under the necessity of replacing many of these re- 
deemed obligations in order to get the cash it needs, and 
the more corporations pay in cash the more they probably 
will either have to borrow from the banks or obtain by 
liquidation of governments now held by them. 

But it would be hard to find any qualified observer who 
believes that the Federal Reserve intends to permit money 
rates to harden in the foreseeable future— even if other 
factors if left to themselves might bring such a result. 
There are a good many who express the view that 
interest rates have very nearly run their full down- 
ward course, and that any further decline will be 
small compared with those already effected—possibly 
even almost nonexistent. But forecasts of any firm- 
ing up in general are not to be found in responsible 
circles. 


CONSUMERS’ PRICES 


N JANUARY, the ten-cities consumers’ price index 
compiled by Tue Conrerence Boarp equaled its 
own all-time high of 182.9 (January, 1939=100) set 
in September, 1953. The index had shown a gradual 
decline from September to December and stood at 
181.2 in the latter month. The January, 1954, reading 
of 182.9 was 0.9% higher than in December, 1953, and 
2.49% higher than a year ago, when the index stood 
at 178.7. The purchasing value of the dollar declined 
to 54.7 cents (January, 1939=100 cents), also the 
record low. This is a decrease of 0.9% since Decem- 
ber, 1953, and 2.3% since the previous December. 


FOOD UP AGAIN 


The food index rose to 228.1 in January, an increase 
of 1.8% over December’s 224.0. Food showed signifi- 
cant advances in all the cities surveyed, with New 
York’s 2.6% and Philadelphia’s 2.4% increases lead- 
ing the way. The increase in Detroit of 0.5% was the 
smallest monthly increase. Pork products, particularly 
chops, bacon, and ham, showed relatively large in- 
creases in every city, with minor fluctuations in beef 
prices. The advances in pork prices are reportedly 
owing to a significant shortage of marketable hogs. 
Lamb and veal also were higher, and poultry showed 
only minor changes. 
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In point of fact, there are a number of factors now com- 
monly cited as tending rather strongly toward a continu- 
ance of easy money, even without further interference by 
the Reserve. A very large part of current saving by 
individuals is now contractual in nature—that is, in- 
surance premiums, payments into pension funds, 
amortization payments on mortgages and the like. 
The institutions into which such funds find their way 
are definitely not in the habit of hoarding. In the jar- 
gon of the day they are not much inclined toward 
strong liquidity preferences even in bad times. Cur- 
rent estimates of the accumulations of these institu- 
tions during 1954 run to $12 billion or more. 

Commitments already made by life insurance com- 
panies will absorb a substantial part of these accumu- 
lations. Demand for mortgages has, as a matter of 
fact, already forced up the price of mortgages bought 
from original holders very substantially, and rates on 
mortgages on new structures are in a downward trend. 
—F. W. J. 

P.S.—Sale by the Federal Reserve of some of its 
Treasury bill holdings in February left the free 
reserves of member banks at $154 million on Feb- 
ruary 2h. 


EQUAL ALL-TIME PEAK 


There were marked increases in the price of flour 
in most cities, and also some price rises in macaroni. 
Dairy products dropped slightly, with the most 
marked changes in the prices of eggs and fresh milk. 

Prices of spinach, lettuce, green beans, and apples 
increased seasonally, while there were only spasmodic 
fluctuations of other fresh fruits and vegetables. 

Coffee was higher in all cities. Brazilian officials 
blamed the shortage on frost damage to the Brazilian 
crop last year. 

The all-cities clothing index declined 0.5% during 
the month and 0.3% for the year. All the cities shared 
in the lower prices except New Orleans, where there 
was an advance for the month of 0.6%. January sales, 
prevailing throughout the country, helped in the 
making of these price decreases. 

Housefurnishings prices were relatively steady in 
spite of January sales, with the index declining 0.4% 
from December. Of the individual cities, Birming- 
ham, Denver, Detroit, and New York had slightly 
higher prices, while Boston, Chicago, Indianapolis, 
Los Angeles, New Orleans, and Philadelphia had lower 
prices. The only significant decline was in rug prices. 

The fuel index increased 1.5% in January and 0.7% 
over the year. This is the highest point the Board’s 
fuel index has ever reached. Part of this rise came 
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from seasonal gas rate adjustments in the Los Angeles 
area and general increases in gas rates. 

The housing index for January (134.4) was 0.8% 
over December’s 133.3 and 7.6% above the January, 
1953, figure of 124.9. This slow but steady increase 
was related to the decontrol of rents in some cities 
and to the large amount of new construction of higher- 
rent dwelling units not covered by rent control. Of 
the cities surveyed this month, Chicago had the larg- 
est increase, one of 3.6%. 


NEW HIGH FOR SUNDRIES 


The sundries index also reached a new peak of 
187.9—a 0.3% rise since December and one of 6.7% 
above the January, 1953, index of 176.1. New York 
reported no change in the sundries index over the 
month, and Indianapolis a 0.5% decline, but all the 
other cities had higher costs. An increase of 1.4% in 
Los Angeles led. 

Over the past twelve months each of the cities have 
had significant increases in their sundries indexes: 
Birmingham, 3.4%; Boston, 2.9%; Chicago, 4.0%; 
Denver, 2.9%; Detroit, 4.8%; Indianapolis, 3.7%; 
Los Angeles, 6.1%; New Orleans, 4.8%; New York, 
10.5%; and Philadelphia, 3.5%. 

This upward movement in the sundries indexes has 
had a significant effect on the all-items figure. Food, 
accounting for the major portion of the moderate- 
income family’s budget, has gone down over the year, 
but the all-items index has risen nonetheless—a rise 
mostly accounted for by the increased costs of goods 
and services comprising the sundries index. _ 

During the two-year period from January, 1952, 
when there was a high level of activity due to the 


Korean war, and January, 1954, which represents a 
period of curtailed defense spending, food has gone 
down—from 237.5 to its present 228.1, while sundries 
have risen in the same period—from 170.1 to the cur- 
rent figure of 187.9. In this same two-year period, 
housing and fuel have both risen in cost, but clothing 
and housefurnishings have declined. Another facet 
of this two-year comparison is that the purchasing 
value of the dollar (January, 1939=100 cents) has 
only declined 1.2 cents from 55.9 in January, 1952, to 
54.7 cents in January, 1954. 

The all-items indexes of the individual cities all 
show increases over the month from mid-December, 
1953, to mid-January, 1954, ranging from 0.2% in 
Detroit to 1.3% in Chicago. 


HOURS AND EARNINGS 


The factory work week dropped four fifths of an 
hour to 39.4 hours in January, larger than the usual 
decline in that month. All but four of the twenty-one 
industry groups reported declines. Noticeably large 
were those in fabricated metals, instruments, machin- 
ery, textiles, apparel, and miscellaneous manufactur- 
ing. The year-earlier average for production workers 
was one hour and thirty-six minutes longer. 

Average hourly earnings of factory workers in 
January (including overtime and other premium pay) 
were $1.80, an all-time high: 1 cent more than in 
December and 6 cents more than a year earlier. 
Weekly pay of factory workers averaged $70.92, or 
$1.04 less than in December and 42 cents below Janu- 
ary, 1953. 

JEROME GREENSTEIN 
Statistical Division 


Consumers’ Price Index for Ten United States Cities, and Purchasing Value of Dollar 
Index Numbers, January, 1939=100 


Weighted 
Date Average of} Food Housing! 

All Items 
1958 January............ 178.7 | 280.3 124.9 148.2 
February........... 177.3 | 225.2 | 125.7 148.2 
March... si oe 177.7 | 225.6 | 125.8 148.4 
ADEilcee ccs te cke 177.6 | 228.9 | 125.8 | 148.3 
Mayen. stan 178.4 | 225.0 | 129.1 148.4 
BTC E ee eee 179.7 228 .6 129.4 148.5 
WU cor end tomes 181.1} 281.1 180.3 148.3 
Augusteey. 5. tens re: 182.7 231.8 180.5 148.3 
September.......... 182.9 231.4 180.9 148.6 
October) << iiss «scent 181.6 226.3 1382.8 148.6 
November.......... 181.5 | 225.8 133.1 148.5 
December........... 181.2 224.0 183.3 148.5 
Annual average...... 180.0 | 227.4] 129.3 | 148.4 
1954 January............ 182.9 | 228.1 134.4 147.7 


House- i 
furnish- | Sundries yelen et 
ings the Dollar 


162.7 | 176.1 56.0 


134.9 163.4 | 176.6 56.4 
135.5 163.3 | 177.4 56.3 
185.4 163.2 | 179.2 56.3 
135.3 163.1 | 179.3 56.1 
135.3 162.3 | 179.5 55.6 
185.4 162.4 | 180.6 55.2 
135.3 161.6 | 186.2 54.7 
135.5 161.7 | 186.2 54.7 
135.8 161.8 | 186.5 55.1 
135.9 162.1 | 186.6 55.1 
135.9 161.7 | 187.4 55.2 
135.4 162.4 | 181.8 55.6 
135.4 161.1 | 187.9 54.7 


Percentage Changes 
Dec., 1953 to Jan., 1954.. ‘| +0.9 +1.8 +0.8 -0.5 


Jan., 1953 to Jan., 1954....] +2.4 -1.0 +7.6 
1Rents surveyed quarterly in individual cities 


0.3 -0. 
Includes electricity and gas 


0.4 +1.5 0 +3.7 -0.4 +0.3 -0.9 
+0.2 +0.7 0 | al -1.0 +6.7 2.3 
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Manufacturing Growth, by States, 1947-1952 . 


HOW VALUE ADDED BY MANUFACTURE INCREASED 


Per cent 


150 


So 
° 
or 
° 
° 
°o 


: 


il 


be 
ay 


i 


3.9 
CONN 
2.6 
a ee 
I Pty 4 
a 
1.6 
WASH. 
4.3 
1OWA 
1.0 
oy 
i 1.3 
as © 
0.8 
a 
1.0 
1 
| 
a 
1 
im ys 
| ms 
| ae 
- 0.9 
| a oS 
{i 
' 1.0 


0.3 
aaa ©. 
s 0.5 
Hm 3S. 
oe a 
0.4 
VT. 
0.2 
ie 
| a 


— 
swSe8 
NN 


Sta ees 
: as 


~P=oene0 00000000) 


MARCH, 1954 


500 


113 


1,000 


Millions of dollars 


500 2000 2,500 3000 3,500 


Generally speaking, states with the largest 
manufacturing industry show the largest dollar 
increase from 1947 to 1952 in value added by 
manufacture. However, some of the less indus- 
trialized states far outstripped the leaders in 
the percentage growth achieved during the 
half decade. Thus Kansas, Florida, Delaware, 
Vermont and Utah, far down the line in terms 
of dollar increases, are among the leaders when 
the figures are converted to percentages. 


Independent of the bars shown in the chart, the 
figure in italics under the name of the state 
shows the 1952 share of that state in the total 
value added by manufacture in the whole coun- 
try. It is simply the value-added figure for that 
state expressed as a percentage of the value 
added by all the states combined. 


California, responsible in 1952 for nearly 
6!/2% of the total value added by manufacture 
in the United States, and Texas, with nearly 
3% of the total, both are well above the 
average in the percentage rate of growth from 
1947 to 1952. 


Note: ‘Value added by manufacture” is that part of 
the product created in the process of manufacturing. It 
is determined by subtracting from the total value of the 
product the cost of materials, supplies, containers, fuel, 
purchased electric energy, and contract work. On the 
basis of the increase from 1947 to 1952 in value added, 
Rhode Island does not rate a place in the array, but its 
high rank as a manufacturing state leads to its inclusion. 
The source for all the figures in this chart and those which 
follow it is the Bureau of the Census. 
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INDUSTRY SPREADS COUNTRY WISE 


Capital expenditures in dollars: _.. Per Production Worker 


Per $1,000 value added 
200 300 200 100 0 


0 20 40 60 80 100 120 140 160 180 


WASH. A ranVintek aint core 
ing to the dollar total of their 
W.VA, capital expenditures in 1952, CONN. 
or according to the dollar in- MO. 
crease in such expenditures VA. 
from 1947 and 1952 would al- ) 
: most certainly place the highly 
; ame .4 |IOWA 
wno.| sees industrialized states at or near a 
TENN. the head of the list. : 
ME TPM AES 
OKLA. aa a Express such expenditures as a 
OREG. percentage of value added in 


UTAH | #30 2 Sk 1 feet oP 1952 or relate them to the 
rub! of aetok een ALA 


OHIO 
* workers in that year, and a KANS. 
i wholly different array emerges. CALIF. 
GA. The number printed in ital- UL. 
he ics within each of the bars KY. 
represents, not the magni- OKLA 
CALIF. tude which governs the OREG 
KANS. length of the bar, but in j 
VA. the one array e@ the value cs 
N.C. added by manufacture in OHIO 
ey 1952 {in millions of dollars) MICH. 
and in the other 4 the 
WIS. FLA. 
number of factory produc- 
lOWA tion workers (in thousands) “3 
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Industrial Production 


Index numbers: 1947-1949=100 
140 


130 


120 


Le 1952 1953 1954 


Sources: Federal Reserve; Department of Commerce 


SELECTED BUSINESS INDICATORS 


Business Sales 


Billions of dollars, seasonally adjusted 


51 


1952 1953 954 


Item Unit 


Production and Business Activity— 


Industrial production total (S) (R)......... 1947-49 = 100 
Durable goods (S) (R)...............005- 1947-49 = 100 
Nondurable goods (S) (R)................ 1947-49 = 100 
MVEWIELA ISH OSG ES) net tnsrscsriis cuere sarc. kerne moat 1947-49 = 100 

Consumer durables (S)!................... 1947-49 = 100 

Machine: tools*s.2 Us 2st Cet 1945-47 = 100 

Construction contracts awarded, residential] million dollars 

Construction contracts awarded, other’. .... million dollars 

Retailisales US) 5 Ato Sas. cosSehisekoles See million dollars 

Retail inventories (S) (R)*................ million dollars 

Department store sales (S)................ 1947-49 = 100 

Department store inventories (S)'.......... 1947-49 = 100 

Manufacturing sales (S) (R)............... million dollars 

Manufacturing inventories (S) (R)*........ million dollars 

Manufacturing new orders (S) (R)......... million dollars 

Manufacturing unfilled orders (R)4......... million dollars 

Carloadings, total®.............0..cee cen. thousand cars 

Carloadings, miscellaneous®................ thousand cars 

- Prices, Wages, Employment— 

Basic commodity prices’.................. 1947-49 = 100 

Wholesale commodity prices, all........... 1947-49 = 100 
ALIN rey Te feere crotike o iiet weioalneies aves 1947-49 = 100 
GUS (lal eter oe ee eke eo cies escinied a co: 1947-49 = 100 
Consumers’ price index.................. 1947-49 = 100 
Farm parity price ratio.................. 1910-14 =100 
Non-agricultural employment............. thousands 
Wnemployment. 20090 wad cn stems ole aclnee = thousands 
Factory employment.................... thousands 
Average weekly hours worked, manuf’ing. .|| number 
Average hourly earnings, manufacturing. ..|| dollars 
Personal income (S)’...............00008: billion dollars 

Finance and Government— 

Bank debits, outside New York City®....... million dollars 

Business loans’s 240ic2s waddle sisadnsetoens million dollars 

Consumer instalment credit outstanding‘. ..|/ million dollars 

Privately held money supply*.............. billion dollars 

Federal budget receipts................... million dollars 

Federal budget expenditures............... million dollars 

Defense expenditures..................... million dollars 

Federal budget surplus or deficit, cumulative™l) million dollars _ | 

S Adjusted for seasonal variation saterace of 22 daily spot market prices 
1Qutput of major consumer durables 7Annual rate 

2Shipments 8338 centers 

837 eastern states *Average of Wednesday figures _ 
4End of month From July 1 to end of month indicated 
SAverage weekly aDecember, 1952 


1954 1953 Percentage Change 
Latest Month | Latest Month 
Januaryp December November over over 
Month Ago Year Ago 
125 |r 127 |r 129 -1.6 -6.7 
140 |r 143 146 —9 1 -9.1 
112 /r 113 |r 115 -0.9 4.3 
113 jr lll |r 111 +1.8 -2.6 
121 115 |r 121 +5.2 -14.2 
$19.6 |r 301.4 320.2 +6.0 -11.6 
462 434 484 +6.5 +0.4 
690 866 910 —20.3 +12.0 
13,750 |r 13,916 |r 14,104 —1.2 —2 8 
n.a. 22,635 |r 22,437 +0.9 +4.8 
110 |r 112 |r 113 -1.8 —0.9 
n.a. 123 127 -3.1 42.5 
n.a. 24,097 |r 24,304 —0.9 = 0. 
n.a. 46,719 |r 46,899 —0.4 +5.7 
n.a. 21,946 |r 21,642 +1.4 -12.0 
n.a. 58,259 |r 60,789 —4.2 —22 7% 
617 590 701 +4.6 -9.9 
321 313 357 +2.6 -11.3 
88.1 88.5 87.4 -0.5 -1.8 
110.8 110.1 109.8 +0.6 +0.8 
97.9 )r 94.4 93.7 +3.7 =a, 
114.5 114.6 114.5 -0.1 +1.2 
115.2 114.9 115.0 +0.3 +1.1 
92 91 90 +1.1 =2 1. 
54,469* 55,326 55,274 ae Ga 
3,087* 1,850 1,428 Meine n.a.* 
12,747 |r 138,122 |r 138,322 —-2.9 -6.4 
39.4 |r 40.2 40.0 -2.0 -3.9 
1.80 1.79 1.79 +0.6 +3.4 
n.a@ 284.7 |r 285.9 -0.4 +1.5 
61,183 67,663 60,169 -9.6 =17 
22,744 |r 23,219 23,309 =2..0 -1.6 
n.a 21,807 21,586 +1.0 +3.4 
n.a 201.3 197.4 +2.0 +3.3 
4,458 5,183 4,695 -14.0 =l1L:7 
5,058 6,387 5,423 -20.8 -11.6 
3,594 4,233 3,869 -15.1 -11.8 
—9,661 —9,061 —7,857 wae 
n.a.Not available *January, 1954, based upon new 
pPreliminary sample and not directly comparable 
rRevised to earlier data 


R Revised series. For earlier data, see Federal Reserve Bulletin, December, 1953 
(Industrial Production) and Survey of Current Business, December, 1958 and 
January, 1954 


Sources: Association of American Railroads; Bureau of Agricultural Economics; Bureau of Labor Statistics; Department of Commerce; F. W. Dodge Corp.; Federal Reserve:. 
National Machine Tool Builders Association; Treasury Department; Tam Conrrrancy Boarp 
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Last autumn, Lord Beveridge wrote an article tracing 
the steps that led from his famous report to the current 
situation, and discussing changes that might be considered 
at this point to set things right. 

The United Kingdom is considered today to be facing 
the problem of how to assure income security to the British 
people through social insurance rather than through public 
assistance without throwing too great a burden on the 
taxpayer. Considerable discussion regarding this dilemma 


is expected within the next few months as the first quin- 
quennial report of the government actuary on the work- 
ings of national insurance is due. Besides, the Chancellor 
of the Exchequer has set up a committee to review the 
economic and financial problems providing for old age. 

Lord Beveridge in the article below, reprinted, with 
permission, from the London Times of November 9 and 10, 
1953, gives his views of changes in conditions and needs 
since the famous Beveridge Report. 


LORD BEVERIDGE REVIEWS HIS REPORT 


|. Rates of Benefit 


T IS ALL but eleven years since the Report on 
if Social Insurance and Allied Services, commis- 
sioned by the coalition government of 1941, was 
signed; by decision of the government the Report was 
signed by myself alone and became the Beveridge Re- 
port, published on December 1, 1942. It is seven 
years since the two national insurance acts of 1946 
were passed, based, according to their authors, on the 
Beveridge Report. It is a little more than five years 
since these acts came into operation on July 5, 1948, 
as appointed day. For more than one reason the 
coming year is likely to witness considerable discus- 
sion both of the principles of the Beveridge Report 
and of what has happened since that Report was made. 
On the one hand the first quinquennial report of the 
government actuary on the working of national in- 
surance is due next year and will arrive presumably in 
the spring. 
On receipt of this report the Minister of National 
Insurance is required by section 40 of the National 
Insurance Act to: 


“cc 


. .. review the rates and amounts of benefit in relation to 
the circumstances at the time of insured persons in 
Great Britain, including in particular the expenditure 
which is necessary for the preservation of health and 
working capacity and to any changes in those circum- 
stances since the rates and amounts of benefit were laid 
down.” 


The Minister and his officials must already be consid- 
ering anxiously the contents of their coming review. 


A GROWING BURDEN 


On the other hand, appreciation of the growing 
burden which old-age pensions are likely to throw on 
the taxpayer has led the Chancellor of the Exchequer 
to set up a committee under the chairmanship of Sir 
Thomas Phillips, for some years permanent secretary 


of the Ministry of National Insurance, to consider 
what, if anything, can be done to ease this burden. 
The committee have been asked: 


“ce 


. to review the economic and financial problems 
involved in providing for old age, having regard to the 
prospective increase in the number of the aged and to 
make recommendations.” 


The report of this committee and the statutory re- 
view of benefit rates under section 40 clearly hang 
together. 

The central idea of the Beveridge Report is the sub- 
sistence principle; the guaranteeing to every citizen, 
in virtue of contributions and irrespective of need 
or means, of an income in unemployment, sickness, 
accidental injury, old age, or other vicissitudes, suffi- 
cient, without further resources, to provide for his 
basic needs and those of his dependents. This central 
idea was that which most caught the public imagina- 
tion; without this the Report would have been no more 
than a rationalization of existing services. 


FULL PENSIONS 


This central idea was rejected by the coalition gov- 
ernment’s White Paper of 1944. It was restored in 
effect by the Labor Government in 1946. In moving, 
on February 6, 1946, the second reading of the Na- 
tional Insurance Bill, Mr. James Griffiths, as Minister 
of National Insurance, announcing this policy, de- 
scribed it, with the decision for quinquennial review 
of rates of benefit, as “the beginning of the establish- 
ment of the principle of a national minimum 
standard.” 

The Beveridge Report made one postponement in 
the immediate application of its central principle—in 
relation to pensions in old age. They were to rise to 
subsistence level by stages over a period of years; the 
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actual proposal was for increments every two years, 
bringing pensions to full subsistence level only after 
twenty years. 

The argument of merit for postponement of full 
pensions was the contributory principle; the prac- 
tical argument was desire to keep down expenditure 
till war liabilities had been liquidated. 

The postponement of full pensions, if accepted, 
would have allowed much larger reserves to be built 
up against coming liability and would have kept for 
the government today greater freedom of maneuver. 
It would not have reduced the ultimate cost of pen- 
sions and the coming burden that they will throw 
upon the working population. 


OTHER CHANGES 


The proposal of the Beveridge Report for stepping 
up pensions gradually was rejected by the coalition 
government, in favor of putting pensions to a perma- 
nent level materially below that of other benefits; 
that is to say below subsistence. The Labor Govern- 
ment in turn rejected this and brought in pensions at 
once at the full level; they began indeed in 1946, 
nearly two years before the appointed day for other 
benefits. 

In addition to this major departure from the Bev- 
eridge Report there were other changes of which the 
following appear the most important today: 


1. Industrial injury, while brought within social insur- 
ance, was dealt with under a separate act, with much 
higher benefits, and with a new principle, taken from 
war pensions, for assessing the rate of benefit in partial 
disablement. 


2. Children’s allowances were put below subsistence 
level with a pledge to introduce free school meals for all 
children as soon as possible. There is no prospect of any 
such pledge being honored in the near future. The chil- 
dren’s allowance, though raised recently to 8s. a week, is 
manifestly below subsistence level. 


So indeed are all the benefit rates, other than 
those for industrial injury. Rises of prices and costs 
since the war ended have made social insurance bene- 
fits generally insufficient for subsistence even at the 
bare minimum assumed in the Beveridge Report; in- 
creases of benefits from time to time have failed to 
keep pace with rising costs. Many important demands 
for higher money wages are now pending. If these 
are granted in whole or in part without corresponding 
increase of rate of production to keep down costs, 
benefit rates will fall still further behind subsistence. 

How far behind they are already appears from the 
latest report of the National Assistance Board, show- 
ing supplementation of insurance benefits by assist- 
ance at the end of 1952. From Appendix III of this 
report the following table has been prepared, giving 
numbers in thousands: 
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Total Being Supplemented 


Retirement pensions.............. 4,200 856 20% 
Sickness serere csc Go saan a case eee 930 138 15a 
Tndustrialiinjury.aes-s-- eae ZO eset cmate as 
Wiicow7smbenelibesern vs. certo. a. 460 95 21 
Unemployment benefit............. 290 59 20 


aThe National Assistance Board gives a single figure of 188,270 covering supple- 
mentation both of sickness and industrial injury benefit; in view of the much higher 
rate of industrial injury benefit, it has been assumed here that supplementation is 
confined practically to sickness benefit. 


Through the decline in the value of money, security 
is coming to depend less every year on insurance bene- 
fit and more on assistance subject to a means test. 
This cannot be regarded as anything but deplorable. 
The central purpose of the Beveridge Report was to 
ensure subsistence as of right in virtue of insurance and 
to narrow the scope of assistance under means test. 

That purpose should appeal to anyone who be- 
lieves in individual responsibility and freedom. For 
assistance subject to means test is assistance on con- 
dition of being poor, is discouragement of thinking 
and saving for oneself. Insurance benefit as of right 
without inquiry as to other means puts a floor below 
inequalities. Assistance subject to means test puts 
a ceiling above which no one may rise. 


NEED FOR HIGHER RATES 


In their statutory review of benefit rates next year, 
the government will be faced with growing inade- 
quacy of benefit rates for subsistence. In total, the 
inadequacy seems likely to amount to £150 million a 
year or upwards. That is the amount of money to be 
found from somewhere next year to maintain the 
central feature of the Beveridge Report and the act 
of 1946. 

The argument of principle for doing this and end- 
ing any general use of means tests remains over- 
whelming. In considering practical possibilities, a 
distinction has to be made between retirement pen- 
sions, representing now more than 70% of social in- 
surance expenditure, and other benefits. 

Restoration of the subsistence basis in regard to all 
benefit rates other than retirement pensions presents 
no serious financial difficulty. The insurance contri- 
butions, certainly of men in industry and their em- 
ployers and probably of most workers, are now a 
smaller proportion of earnings than they were when 
benefits began in 1948; some increase of contributions 
would be justified on merits. Putting up children’s 
allowances would naturally fall wholly on general 
taxation. 

But the sum involved is not by modern standards 
formidable; the argument of principle for finding this 
money is formidable, as are the pledges given in 
the past. 

Restoring retirement pensions to subsistence level 
is a financial problem of a different order of difficulty. 
It can be argued that, even so, the financial problem 
should be faced and solved next year. Abolition of 
want without destroying individual responsibility by 
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means tests should represent a first call on our use of 
resources for social needs. 

The argument for restoration of retirement pensions 
to subsistence level along with other benefits next year 
is strong. But retirement pensions represent a prob- 
lem not for next year only. The growing burden of 


pensions over the next thirty years has led rightly to 
the appointment of the committee of investigation 
under Sir Thomas Phillips. 

It would be wrong to settle our policy in regard to 
retirement pensions until the committee has re- 
ported... . 


ll. Retirement Pensions 


The considerations leading to the appointment of 
the Phillips Committee stand out in a short table of 
the Fourth Report of the Ministry of National Insur- 
ance presented to Parliament last July. Till now the 
income of the National Insurance Fund has exceeded 
its expenditure, but the current year 1953-1954 is the 
last in which such a result can be expected. Under 
the law as it stands today the income will remain 
fairly steady near £550 million a year, but the expen- 
diture will rise rapidly and outrun income completely. 

For the current year 1953-1954, income is put at 
£556 million and expenditure at £534 million, showing 
a surplus of £22 million. For 1977-1978, the last year 
in the table, income is put at £536 million and expen- 
diture at £953 million, showing a deficit of £417 
million. The change from surplus to mountainous 
deficit is due almost wholly to growing expenditure on 
retirement pensions; these represent more than 70% 
of all expenditure on social insurance. 

The first service to be desired from the Phillips 
Committee is that they should prepare for us the most 
authentic picture that can be drawn today of our 
population in the next thirty years and its division 
between those of normal working age and those below 
that age or above it. On such a picture all social 
planning must be based. The second service is that 
they should examine any methods by which the pros- 
pective burden on the general taxpayer for pensions 
to those past work can be lightened. The methods 
possible in theory include encouraging voluntary de- 
lay of retirement; raising the minimum age for pen- 
sions; exclusion from social insurance pensions and 
contribution for them of persons adequately covered 
by superannuation schemes in their particular employ- 
ments; increase of insurance contributions. 


RAISING THE AGE 


For the first of these four methods, more has to be 
done than merely offer financial inducements to pros- 
pective pensioners. Public opinion has to be formed 
—among employers as much as among employees. The 
working of superannuation schemes has to be exam- 
ined; in so far as they have fixed retirement dates, 
they may call for revision; in so far as they impose 
obstacles to engagement of older men, they may 


need revision or supplementation. The working of 
the retirement condition for pensions calls for exami- 
nation. Perhaps in lieu of the present rule giving full 
pension or none, there should be a greater freedom 
to conbine part work with part pension. But this 
suggestion has its dangers. 

The second method, of raising the minimum age 
for pensions, has greater possibilities and much greater 
difficulties. The age for social insurance pensions at 
the time of my Report was sixty-five for men and 
sixty for women. The possibility or desirability of 
changing these ages was not discussed in the Report, 
nor was a change suggested by any responsible organi- 
zation giving evidence to my committee. The Report 
proposed, however, one fundamental change—of mak- 
ing receipt of pensions depend on retirement from 
regular work; this was accompanied by a proposal to 
encourage continuance at work by increasing the 
pensions of those who delayed their retirement. These 
proposals were in substance adopted. 


OLD AND YOUNG 


Conversion of old-age pensions into retirement 
pensions was no doubt the reason for not discussing 
the age for pensions. It was assumed that the actual 
age above the minimum would be settled in the best 
possible way by each individual for himself, according 
to his fitness and his opportunities for work. So far 
as I know, the only person who in the past proposed 
the raising of the minimum age for pensions was Mr. 
Francois Lafitte in his study of “Britain’s Way to 
Social Security” published in 1945. Against the 
Coalition’s plan of substandard pensions forever, he 
urged provision of full pensions at once, but only at 
sixty-seven for men and sixty-two for women, with 
no pension at all before these ages. 

It would be foolish to ignore the difficulties of 
raising the minimum age for pensions, for it means 
compelling people to go on working after they feel 
that they have earned retirement. This involves 
questions of equity between the old who have proba- 
bly worked longer hours each week than are custom- 
ary now, and the young with their greater leisure. It 
may encounter vigorous opposition from those near 
the present pension age, with their millions of votes. 
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Raising the minimum age for social insurance pensions 
involves also’ consideration of the superannuation 
schemes which are a feature of their employment to 
millions—in the civil service, local government, school 
teaching, university teaching, and many industries. 

Examination of these industrial superannuation 
schemes would lead naturally to consideration of the 
third method mentioned above, namely, exclusion of 
classes already adequately superannuated, as a possible 
means of saving on social insurance pensions. Savings 
through this, it should be noted, comes only by pre- 
venting teachers, civil servants and the like from 
making as good provision for old age—by employment 
pension and social insurance pension together—as 
they might like to make. 

There remains the fourth method, of increasing 
insurance contributions as a means of relieving the 
general taxpayer. The Beveridge Report plan was 
contributory in substance as well as in name; this 
furnished the defense for raising pensions to subsist- 
ence standards only gradually—over a period of years 
of contribution. Today, retirement pensions are 
largely noncontributory for their present recipients. 
Compulsory contributions are taxation in a special 
form, are open to criticisms of various kinds, and are 
opposed on principle by some writers on social insur- 
ance. 

But there is a strong case for them as a barrier 
to extravagant demands. They, and they alone, bring 
it home to all that social insurance benefits have to be 
paid for. If the law is left as it stands, the growing 
cost of retirement pensions will fall wholly on the 
general taxpayer. It will be for the Phillips Com- 
mittee to examine the arguments for increase of in- 
surance contributions. 


ALARMING PROSPECT 


There remains the problem of subsistence level in 
relation to pensions. The prospective burden of pen- 
sions, even at their present inadequate level, is alarm- 
ing to many. Is the burden to be increased by putting 
pensions to subsistence level? Yet, unless we are to 
abandon the subsistence principle and the national 
minimum, they must apply to retirement pensions 
above all things. The plan of the Beveridge Report 
was to postpone full pensions for a substantial period 
of contribution. That plan in its old form can hardly 
be revived. 

The alternative which suggests itself for serious 
examination is to declare that the subsistence prin- 
ciple applies to retirement pensions as to other bene- 
fits, but that in the changed conditions of today 
the men’s age for subsistence pensions should be not 
sixty-five but sixty-seven or sixity-eight; below that 
age the present rates should continue. To raise the 
age, however, for full subsistence pensions will be 
just only if the age up to which all fit men can nor- 
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mally find work becomes sixty-seven or sixty-eight, 
not sixty-five. 

The possible scope of the Phillips Committee is 
immense. It is essential that they should deal with 
their task not bureaucratically but so as to give all 
serious opinion a chance of being considered. What 
is wanted is not the views of eight members of the 
committee but public opinion arrayed and criticized 
to lead to the maximum of considered agreement. 

Ideally the Phillips report should be available to 
the government when making their statutory review 
of benefit rates under section 40 of the National In- 
surance Act. But this may not prove possible if the 
Phillips Committee give to their task the consider- 
ation it deserves. In place of hurrying the committee, 
it might prove wiser to deal next year only with 
benefit rates other than retirement pensions, and 
leave these unchanged till the committee have 
reported. 


PEACE OR WAR 


The Beveridge Report was optimistic through and 
through, on the facts as we knew them at that time. 
It showed, on the facts, that want could have been 
abolished in Britain before the war in which the 
Report was written; this meant that want could have 
been abolished without abolishing individual freedom 
and responsibility by general means tests. Looking 
forward, the Report laid down for attainment of 
freedom from want after the war four conditions of 
which the first has most significance today: 


“That the world after the war is a world in which the 
nations set themselves to cooperate for production in 
peace, rather than to plotting for mutual destruction by 
war, whether open or concealed.” 


These words, written in November, 1942, before the 
nature of Soviet policy became plain, appear sadly 
prophetic now. They would justify formally the view 
that the Beveridge Report was for peace, not for 
today or for any morrow that we can see. 

When next year the Minister of National Insurance 
comes to review the rates of benefit and pension, he 
will not be able to deny their inadequacy for preserva- 
tion of health and working capacity. He may seek 
escape in those words of the act which bring into 
account any changes in the circumstances of our 
people since the act was passed; one change is that in 
place of peace we have cold war. I hope that the 
Minister will not be driven to such a plea. I cannot 
believe it necessary; many millions are now being 
spent, both publicly and privately, on purposes less 
important than freedom from want. But the question 
remains how much of the things we all desire, how 
much both of welfare and of ease, we can afford in a 
Nagasaki world. That is a question not for the Chan- 
cellor of the Exchequer alone but for every man and 
woman of us. 
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ings of gold and dollar assets by $3.3 billion 

(international institutions excluded) through 
transactions with the United States from April, 1952, 
through September, 1953. This flow represents re- 
newal of a trend toward improvement in their dollar 
position which began in the latter part of 1949 but was 
interrupted by the economic effects of the Korean war. 

Complete figures are not available for the fourth 
quarter of 1953, but estimates of the Federal Reserve 
Bank of New York indicate a continued increase in 
foreign holdings in that period. In the first nine 
months of 1953 alone, the increase in foreign holdings 
through transactions with the United States amounted 
to $1.9 billion. Most of our major trading partners 
shared this gain in reserves, Canada being the most 
notable exception. 

The continued recovery abroad is reflected in the 
much greater accumulation of gold and dollar assets 
in 1953 than in 1952. The increase in foreign holdings 
of these assets in the January-September period ex- 
ceeded by $1,137 million the increase in the same 
period of 1952. Table 1 illustrates the contribution of 
the various elements of the balance of payments to the 
greater improvement in 1953 in foreign gold and dollar 
positions. 

Comparing the two nine-month periods, the for- 
eign deficit on goods and services was reduced from 
1952 to 1953 by $1,969 million (the sum of the first 
three items in table 1). However, foreign countries 
receipts of United States economic aid and the net 
outflow of United States capital were lower than in 
1952. Private remittances were $75 million greater 
in 1953 than in 1952. Further evidence of the im- 


ines or COUNTRIES increased their hold- 


HOW IMPROVEMENT 
ABROAD AFFECTS 
OUR ECONOMY 


provement in economic conditions abroad in the past 
two years is shown in their exchange of goods and 
services with the United States (see table 2). 

The only available figures for the fourth quarter 
of 1953 are for recorded exports and imports of mer- 
chandise based on preliminary estimates for Decem- 
ber. Exports experienced the normal fourth-quarter 
seasonal increase, while imports of merchandise de- 
clined slightly from the third quarter in a seemingly 
contraseasonal movement. 

This development, along with the expected seasonal 
decline in American travel expenditures abroad and 
the probable increase in income from investments, in- 
dicate a foreign surplus in the fourth quarter substan- 
tially lower than the $203 million achieved in the 
third quarter. This third-quarter foreign surplus could 
in fact turn into a deficit in the final quarter, although 
likely not of the magnitude as that in the fourth 
quarter of 1952. 


MERCHANDISE TRADE DROPS 


A reduced need for United States supplies and an 
increasing ability of foreign countries to export can 
be seen in the merchandise trade of the United States, 
with a sharp decline in the surplus of United States 
exports over imports in the last two years. Our ex- 
ports of merchandise in 1953 (excluding shipments 
from the United States under the Mutual Defense 
Assistance Program) were a little more than $1 billion 
below 1952. On the other hand, recorded general im- 
ports (this figure excludes offshore purchases used 
abroad or transshipped under military aid programs), 
increased by only $160 million, contributing much less 
to the narrowing of the trade gap than did the decline 
in exports. In 1952, the reduction of our trade sur- 
plus by $530 million below the 1951 level was attribut- 
able entirely to a $780-million decline in exports, since 
imports also declined—by $250 million. (See chart 1.) 

This decline in exports in the past two years repre- 
sents the resumption of a downward trend from a 
postwar high reached in 1947. The sharp increase in 
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1951 can be attributed for the most part to the eco- 
nomic effects of the Korean war. By 1953, exports 
had fallen to approximately the 1948 and 1949 levels. 
Imports, on the other hand, resumed an upward trend 
that began with the end of World War II. A decline 
in imports in 1949 accompanied the temporary decline 
in business activity of that year, but the upward trend 
was resumed in 1950. Imports since the war have 
increased as our national income increased—their cor- 
relation with the level of business activity in this coun- 


TABLE 1: 


Factors Accounting for Greater Increase in Foreign 
Reserves in the First Three Quarters of 1953 over 
the Comparable Period of 19521 


Millions of dollars 


Factors Factors 
Increasing | Decreasing 
Reserves | Reserves 


Decrease in United States exports.............. 1,131 


Item 


Increase in United States imports.............. 504 
Decrease in United States net income from services| 334 nee 
Decrease in United States private capital outflow. 618 
Decrease in United States Government capital 
Be outilowirgecisn cis aise > aetseto. Wee Acme as 6A 364 
Decrease in United States economic grants in aid. 237 
Private remittances and transactions unaccounted 
HOS FCAG 6S SAAS US Se eS CRS ener 387 one 
Total of factors increasing reserves......... 2,356 1,219 
Less: factors decreasing reserves......... 1,219 
Excess of 1953 increase in gold and dollar reserves 
over 1952 increase (January-September)...... 1,137 
Actual increase in 1952 (January-September)| 757 


Actual increase in 1953 (January-September)| 1,894 


Note: Export com pa atione are based on total exports, less military aid in both 
goods and services. Since it is not pete to separate military aid into goods and 
services, the entire aid figure is deducted from merchandise exports, thus creating 
compensating errors in both exports and services. 


MIncluding transactions with, and reserve accumulations of, international insti- 
tutions. 
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try being high. By 1953, imports were almost double 
what they had been in 1947. Thus the major adjust- 
ment toward reducing the trade gap since 1947, in 
contrast with the period since 1951, has been in the 
growth of our imports, with the reduction in our ex- 
ports being of much smaller magnitude. 

The improvement since 1951 in the world’s trade 
position seems to reflect a genuine recovery abroad. 
The trends in both exports and imports indicate a 
lessening dependence on the United States as a 
source of supply and an increase in the quantity of 
foreign goods being made available at competitive 
prices. 


IMPORTANCE OF "OFFSHORE EXPORTS" 


While recorded trade figures so far discussed are 
a satisfactory measure of commercial transactions, 
they fail to reflect substantial dollar payments to for- 
eigners for goods which do not enter the United 
States. In recent years increasing amounts have been 
expended abroad under the “offshore procurement” 
program. Such offshore procurement, whether for our 
own use abroad or for transshipment under the mili- 
tary aid program, represents a source of dollar ex- 
change to foreign countries. Total payments by the 
United States for merchandise, including offshore 
purchases, are reflected in the adjusted import figures 
in the balance of payments. 

As it is, the recorded shipments of merchandise 
from the United States (excluding MDAP shipments) 
are probably the best measure of United States ex- 
ports other than those supplied under the military 
aid program. They may understate actual receipts 
from the sale of goods abroad, since they fail to in- 


Our Exports: What? Where? 
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TABLE 2: 


United States Balance of Payments 
Millions of dollars 


Item 


. United States exports of goods and services.........--.eeseee creer eee e teens 
. Less those furnished under military aid programs.............-++eeeeeeeeeees 
spLeaving (1-2) Seren. saasieslents « RP: TR, BP SIP, OS TIS «6 e.2 ore ree 
. United States imports of goods and services..........++++++s+eeee + oo sma oe 
. Net expenditures (-) or receipts (+) by foreigners on goods and services (3-4).. 
. Other sources provided (+) or required (—) dollars in these amounts: 
a:) Private remittances (net).. 0. .sns- sci css cvicie sss vinsintaleaiiesscscscecces 
b. Private direct investments and other capital (net)............+++e essere 
c. United States Government economic and other grants (net)!............. 
d. United States Government capital (met)..............0000000+ eo re 
7. Thus net foreign expenditures (-) or receipts (+) on goods and services, invest- 


Doe 8 Oo 


ments, gifts, and loans were (5+6a-d).......... 0 eee seer eet e eee ees 
8. Unaccounted-for transactions required (—) or supplied (+) additional dollar ex- 
TAN PELOL Ae serait ree Sie cs is ote Wee aon se aaagy ap alates sualigro ca nareca isis" vusis/auetotete’ ets 
9. Net increase (+) or decrease (-) in foreign gold and dollar assets (7+8)........ 


1952 1953 

I II Ill IV I I I 
5,363 | 5,324 | 4,607 | 5,355 | 5,425 | 5,750 | 4,900 
441 587 616 949 | 1,282 | 1,385 822 
4,922 | 4,737 | 3,991 | 4,406 | 4,143 | 4,365 | 4,078 
3,875 | 3,909 | 3,942 | 4,068 | 4,037 | 4,313 | 4,281 
-1,047 —828 —49 -838 | -106 —52 | +203 
+102 +98 | +106 | +127 | +120 | +122 | +139 
+224 | +535 -39 | +347 | +219 -100 cad Hf 
+436 | +660 | +576 | +392 | +506 | +558 | +371 
+141 | +209 | +199 -72 -10 +34 | +161 
-144 | +674 | +793 | +456 | +729 | +562 | +857 
—260 | -289 ait -30 +29 —164 -119 
—404 | +385 | +776 | +426 | +758 | +398 | +738 


1Consists mainly of grants under economic aid programs. “Other grants” consists of pension and annuity payments, claims payments, settlements, and other similar trans- 
actions, amounting to $129 million in 1952 and $35 million, $40 million, and $32 million, respectively, in the first three quarters of 1953. 


Source: United States Department of Commerce; Office of Business Economics. 


clude transfers of American owned goods already 
held abroad. However, these latter transactions have 
in recent years been of minor importance in terms 
of magnitude. 

A comparison of recorded exports (excluding 
MDAP shipments) from the United States with 
adjusted imports in the balance of payments would 
indicate that the trade gap virtually disappeared in 
1953, with the United States registering a deficit of 
$4 million in the third quarter. (Table 3.) Although 
the export figure used in the comparison includes 
goods supplied as economic grants, the accumulation 
of gold and dollar assets exceeded the amount of 
such economic aid grants. 


AGRICULTURAL EXPORTS SUFFERED MORE 


The decline in exports in both 1952 and 1953 fell 
with the greatest impact on agricultural commodities, 
particularly to Western European countries. (See 
Charts 2 and 3). The effect of this decline in agricul- 
tural exports on the movement in total exports is 
illustrated in table 4. 

The decline in agricultural exports in 1952 was in 
large measure a retreat from the abnormally high 
level of $4,040 million reached in 1951. They declined 
in 1952 to $3,410 million, which was still some 15% 
above the postwar low in 1950, but only about equal 
to the 1946-1950 average. Contributing significantly 
to this decline was the fall in prices from the peak 
which had been reached in 1951 under the stimulus of 
heavy forward buying coupled with crop failures in 
certain areas. Thus volume declined by only 10% 
in 1952. 

In the first nine months of 1953, however, most of 
the drop in the figure representing agricultural ex- 
ports must be attributed to lower volume, as produc- 
tion abroad expanded and supplies from nondollar 


TABLE 3: 


Receipts and Payments on United States Merchan- 
dise Trade 


Millions of dollars 


Receipts! Payments Balance 

1051s Anise. ses ree ees 13,968 11,668 2,300 

Tes caraceeiaic eeantncr eed 3,092 3,214 —122 

| Be Sete 5 at la sere 3,693 3,132 561 

TEL ee. cee eee 3,407 2,677 730 

EV a Ae sete Baretta 3,776 2,645 1,131 

TOSSSA nnlalecewsis porta cee tae 13,189 11,503 1,686 

Dirk Boe ts dae Gent Gee 3,778 2,960 818 

NR e ae ed ees. 3,478 2,845 633 

LL sae. «is. See 2,788 2,698 90 

EVAL, 22oe Seer ae 3,145 3,000 145 

1958 To ae ee 2,990 2,984 6 

i Nee ec I nc 3,144 $,125 19 

LEE Ra SEN rare cree ce 2,895 2,897 —4 

1Excludes Mutual Defense Assistance Program shipments. 

sources became more abundantly available. As in- 


dicated in table 5, the normal fourth-quarter seasonal 
increase in agricultural exports was definitely mate- 
rializing in October and November, 1953. But even 
allowing for a further increase in December, agricul- 
tural exports for the year as a whole were still con- 
siderably lower than in 1952—perhaps 15% to 20%. 

Increased competition from abroad has particularly 
hit wheat and cotton exports. As between the first 
eleven months of 1952 and 1953, exports of these 
two commodities declined $640 million, as compared 
with a decline in all agricultural exports of $560 
million. Of the six commodities covered in charts 
4 and 5, only tobacco and dairy products gained 
during 1953. 


MANUFACTURES DECLINE LESS 


Exports of manufactured articles have declined 
much less severely from the 1951 peak than agricul- 
tural products. In fact, exports of manufactured pro- 
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ducers’ goods increased in 1952 by almost $175 mil- 
lion, and in the first nine months of 1953 such exports 
were only 2% lower than in the like period of 1952 
and were running at an annual rate of about 10% 
above 1951. However, the data for manufactured 
producers’ goods as a whole conceal certain divergent 
movements. in exports of individual types of goods. 
(See charts 8 and 9.) The very sharp increase in ex- 
ports of electrical machinery and lesser increases in 
shipments of construction and related equipment and 
in machine tools and metalworking machinery more 
than offset declines in the other types of producers 
goods. The upward trend continued generally through 


TABLE 4: 


United States Exports—Total and Selected Groups 
Millions of dollars 


Change Change from 

from Jan.-Sept. 1952- 

1951-1952 Jan.-Sept. 1953 
OES MEX POFtS a. ae a vs ts Ne SS -779 -1,017 
Agricultural commodities........... -603 —-544 
Manufactured producers’ goods...... +173 -51 
Selected consumer manufactures..... -261 +51 
COD ecg Glas Ger SRC oe ea —92 —-144 
Petroleum and products............ +17 -87 
Steel-mill products................. +10 74 
Industrial chemicals................ 43 -13 
Allother exportsss «ic.ccsces oo ees +20 —155 

TABLE 5: 


Exports of Selected Agricultural Products, 
July-November, 1953 
Millions of dollars 


Monthly Average 
July-Sept.] October | November 


Total agricultural................... 210.7 | 241.6 | 280.0 

Cotton, unmanufactured........... 31.2 40.2 44.1 

EAU ciel eaters vawayiareiah ans eh atouhy aan es 42.3 eed fe 28.8 

Tobacco, unmanufactured.......... 28.2 36.4 36.0 

Dairy; products .5... 62. 2200c.5< 0+ 123 5.4 n.d. 

Peet eM OE ENT OEE EEO ELE EF 4.3 3.4 4,3 

All other agricultural.............. 97.4 | 183.9 | 166.8 
TABLE 6: 


Exports of Manufactured Producers’ Goods, 
July-November, 1953 
Millions of dollars 


Monthly Average 


July-Sept.| October | November 


Electrical machinery and equipment...| 35.1 38.8 84.9 
Motor trucks and buses.............. 22.6 22.0 21.2 
Machine tools and metalworking mach- 


OVS A PHS GOI BS ON or ee I aR 19.2 19.5 18.1 
Agricultural machinery............... 12.6 7.4 6.7 
Construction, excavating, mining, and 

related machinery...............-- 36.6 33.7 32.6 
Tractors and parts................... 26.0 24.8 24.5 
Engines and turbines................ 13.4 11.1 11.8 
Textile, sewing, and shoe machinery...| 7.4 8.2 .a. 


n 
Figures for electrical machinery, motor trucks and buses, and tractors and parts 
are taken from series not strictly comparable with those used in the charts. 
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the first half of 1953 in electrical machinery, machine 
tools and metalworking machinery, and agricultural 
machinery and tractors. 

Of more immediate concern are export develop- 
ments in the last half of 1953. Shipments of manu- 
factured producers’ goods in the third quarter were 
lower by nearly 15% than in the preceding quarter. 
The normal third-quarter seasonal decline may largely 
explain the lower exports of agricultural machinery 
and tractors; and in the case of agricultural machin- 
ery the further decline in October and November 
conforms to the pattern of preceding years. Seasonal 
factors cannot be used, however, to explain the sharp 
drop in the third quarter in exports of electrical ma- 
chinery, construction and related machinery, and 
machine tools and metalworking machinery. Export 
data for October and November indicate that fourth- 
quarter exports of machine tools and metalworking 
machinery and of motor trucks and buses were hold- 
ing at about the third-quarter level. 

Our exports of the other types of producers’ goods 
were running at a lower rate than in the third quar- 
ter, except for electrical machinery and equipment, 
which recovered slightly from the third quarter. (See 
table 6.) 

Of the consumer-type manufactures shown in 
chart 6, exports of cotton manufactures and pass- 
enger cars in 1952 were off sharply from 1951, while 


TABLE 7: 


Selected Exports, July-November, 1953! 
Millions of dollars 


Monthly Average 
July-Sept. | October | November 


Cotton manufactures................ 21.1 21.4 20.2 
Passenger Cars..........0-.-00 ee eeee 20.3 14.7 16.9 
Electric household appliances......... 18.7 18.0 n.d. 
Coal. See ea, St oe ae eatioe 34.2 34.2 27.0 
Petroleum and products.............. 55.0 40.1 n.d. 
Steel-mill products................... 34.7 38.1 35.7 
Industrial chemicals...............-. 10.3 10.6 10.1 
See table 4 
TABLE 8: 


Imports of Selected Semimanufactures 
Millions of dollars 


Gas and fuel oil........... 


Tron and steel............ 61 14 
Aluminum® .<..-) 02609 sn15. 36 18 
Coppers ake eee opus aus 999 39 

Ci Rca AME lm inc 120 9 
Nickel sickh. aie eee 79 20 

ik, ee ne ene Ie Sete Mee 176 25 
DANG Kee ae ee 25 4 
Industrial chemicals....... 47 9 


Source: United States Department of Commerce, Bureau of the Census 
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Exports of Selected Agricultural Commodities 
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exports of electric household appliances declined only 
slightly. Figures for the first nine months of 1953 
reflect a recovery in exports of passenger cars and 
electric appliances to levels still lower than in the 
peak year of 1951 but higher than in the pre-Korea 
period. Shipments of cotton textiles in 1953 con- 
tinued a decline in effect throughout the period since 
World War II. The normal seasonal decline accounts 
largely for the lower exports of passenger cars and 
cotton textiles in the third quarter of 1953, and in 
the case of passenger cars for the continued decline 
in the fourth quarter. (See table 7.) 


The sharp increase in exports of coal during 1951 
(chart 7) was accounted for by increased shipments 
to Europe, where coal production in the postwar 
period failed to keep pace with industrial production 
and in 1950 was still slightly lower than prewar. The 
surge in industrial production following the outbreak 
of war in Korea increased the need in Europe for coal 
from outside sources, with the result that imports 
from the United States increased to $280 million in 
1951 from $65 million in 1950. With increased coal 
production abroad, Europe’s coal imports from the 
United States have declined over the past two years. 
Such figures as are available for fourth-quarter, 1953, 
exports of selected consumer-type manufactures and 
other leading exports are presented in table 7. 


HIGH MERCHANDISE IMPORTS 


The continued high level of business activity and 
incomes in the United States enabled the world as a 
whole in 1953 to increase exports to the United States 
by $160 million over 1952. This occurred despite the 
continued decline in import prices and a contra- 
seasonal decline in the fourth quarter of the year, 
when imports were $200 million lower than in the 
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fourth quarter of 1952. In December alone, total 
imports, according to a preliminary estimate, were 
$140 million lower than in December, 1952. A com- 
modity breakdown for December, 1953, is not yet 
available, but a comparison of October and November 
imports indicates lowered imports of crude materials 
and semimanufactures in those months over the 
same months of 1952. The main declines took place in 
rubber, raw wool, and such nonferrous metals as 
copper, lead, and tin. 

For the year as a whole, increased imports of manu- 
factures and semimanufactures, notably steel-mill 
products, ferroalloys, nonferrous metals, and certain 
types of machinery accrued primarily to the advan- 
tage of Western European countries. The decline in 
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import prices was most pronounced for rubber and 
tin, and other crude materials furnished by the over- 
seas sterling areas and certain countries in Asia, tend- 
ing to reduce dollar earnings of those areas. (See 
chart 10 for movements in imports of commodities in 
the five economic classes.) Although imports in the 
first nine months of 1953 were higher than in 1952, 
they were lower than in 1951, which was a postwar 
high-record year for import of raw materials. Among 
the five economic classes, reductions in imports in the 
past two years have been confined to the crude mate- 
rials group, and largely natural rubber, wool, and 
zinc ore. 

Imports of natural rubber, which reached a peak 
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of over $800 million in 1951, declined steadily to 
$270 million in the first three quarters of 1953, 
little more than one half the imports for the same 
period of 1952. The volume of imports was 19% lower, 
but also contributing to the decline was the falling 
price of natural rubber, which by the middle of 1953 
was below the price of synthetic. 

The volume of United States imports of raw wool 
was about the same in 1952 as in 1951. But their 
value fell from $715 million to $385 million as prices 
of foreign wool declined. The average unit value of 
these imports (based on clean content), which had 
soared to $1.90 a pound in 1951, fell to about $1.00 
in 1952. Imports in the first nine months of 1953 
were $243 million as compared with $276 million in 
the same period of 1952. This further decline in im- 
ports, however, seems to reflect a resistance to 
strengthening prices of foreign wool during 1953, ap- 
parently in response to stronger demand in other 
areas. 

Our lower imports of these two commodities— 
natural rubber and raw wool—along with a decline in 
imports of zinc ore, were partly offset in the first nine 
months of 1953 by an increase of $50 million (to 
$370 million) in imports of crude petroleum and a 
sharp increase to over $200 million in imports of ferro- 
alloying ores. 


Where the Increases Occurred 


Exceeding the general decline in crude materials im- 
ports by about $150 million was an increase of almost 
$400 million in imports of crude and manufactured 
foodstuffs, semimanufactures, and finished manufac- 
tures in the first three quarters of 1953. Increased pur- 
chases of coffee and grains, as well as increases not so 
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Chart 10 


United States General Imports, by Economic Classes 
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pronounced in purchases of meat products, fish, and 
whiskey accounted for most of a combined increase 
of $115 million, or about 5%, in imports of crude and 
manufactured foodstuffs. 


The greatest strength was exhibited by imports of 
semimanufactures, which increased by about $160 
million over the first nine months of 1952. Imports of 
lumber, woodpulp, gas and fuel oil, and industrial 
chemicals held at about the 1952 rate. In the non- 
ferrous metals group, lower imports of lead and tin 
were not nearly sufficient to offset sharp increases in 
imports of copper, iron and steel, and aluminum. As 
table 8 indicates, imports of semimanufactures in the 
fourth quarter are running substantially below the 
fourth quarter of 1952, these imports in October and 
November, amounting to $451 million in 1952 as com- 
pared with $385 million in 1953. Moreover, unex- 
pectedly low total imports in December, 1953, of only 
$911 million would not indicate any substantial re- 
covery in imports of semimanufactured commodities. 

Lower imports in the fourth quarter may at least 
partly be a reflection of the slight decline in industrial 
production in the United States. Because of the in- 
creased proportion of our consumption of nonferrous 
metals supplied from abroad, declines in domestic con- 
sumption would tend to affect imports more than 
domestic production. 


Of eight major types of imported finished manu- 
factures there were declines only in burlap and agri- 
cultural machinery in the first three quarters of 1953. 
Imports of finished steel-mill products, along with 
iron and steel semimanufactures, were higher despite 
relaxed supply conditions in the United States. Avail- 
able data for the fourth quarter, however, indicate 
some further slackening in the demand for agricul- 
tural machinery, along with a lessened demand for 
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foreign-made vehicles and finished steel-mill products, 
none of which is subject to any noticeable seasonal in- 
crease in December. (See table 9.) 


SERVICE TRANSACTIONS 


The reduction during the past two years in net pay- 
ments by foreigners for services (transportation, 
travel, interest and dividends on investments, and 
miscellaneous services) has contributed significantly 
to improved dollar positions abroad. Foreign coun- 
tries improved their position on services from the 
second quarter to the third quarter of 1953 by a net 
amount of $220 million, achieving in the third quarter 
a surplus of $166 million (table 10). However, 
about $100 million of this net change was accounted 


100 
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for by the seasonal increase in American travel expen- 
ditures abroad, and the surplus for this one quarter 
should not in itself be taken as indication that for- 
eign countries have achieved a surplus position on 
services account. Nevertheless, during the first three 
quarters of 1953 net receipts by the United States 
amounted to only $4 million, as compared with $338 
million in the comparable period of 1952. In the two- 
year period since 1951, the improved world position 
on services account has mainly come about through 
increased expenditures by the United States Govern- 
ment for miscellaneous services and by lower net pay- 
ments by foreigners on transportation account, the 
latter reflecting genuine economic improvement 


abroad. 
Net Transportation Receipts Down 


Net receipts on transportation account have ex- 
hibited a downward trend since 1947, except for a 
temporary break in 1951 after the outbreak of war in 
Korea. They declined by one half over the previous 
vear in 1952: from $554 million to $273 million. The 
factors contributing to this decline continued to be 
operative in 1953, so that net receipts in the first nine 
months were at an annual rate of only $150 million 
(chart 11). Ocean shipping is the largest item in the 
transportation account and has accounted for most 
of the fluctuation in our net earnings on this account. 
This item includes freight and passenger receipts and 
payments, and port expenditures. Receipts from 
ocean freight include freight on our exports carried 
in United States vessels; payments include freight on 
our imports carried in foreign vessels. 

Lower net receipts on transportation since 1951 
reflect both an increase in foreigners’ earnings in 
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United States import trade and a decrease in American 
earnings in our export trade. This development re- 
sults primarily from a greater proportion of our 
foreign trade carried in foreign ships (chart 12), with 
an increase in foreign owned tonnage of both dry 
cargo vessels and tankers. The percentage of our 
total trade carried in United States vessels decreased 
steadily from sixty in 1947 to thirty-four in 1952, ex- 
cept for a temporary interruption in 1951 when un- 
usually large exports of coal and grains were carried 
in our ships. The proportion of United States dry 
cargo trade carried in United States vessels fell to 
32% in 1952, as compared with 60% in 1946. Figures 
for the first half of 1953 indicate a continued percent- 
age decline for the year. 

Although United States ships have carried less than 
half the dry cargo trade since 1948, we have continued 
to have net receipts from this item, since the different 
composition of exports and imports tends to favor 
the United States in this respect. Outbound freight 
consists mostly of manufactured goods which com- 
mand higher freight rates per weight than do the 
crude materials and semimanufactures which com- 
prise the major part of our imports. Net receipts 
from dry cargo trade declined from $350 million in 
1951 to $185 million in 1952. Figures for the first 
half of 1953 projected at an annual rate indicate a 
shift from net receipts to net payments amounting 
to roughly $25 million. 

Combined net payments for passenger fares, tanker 
trade, and charter hire increased from $260 million 
in 1951 to $330 million in 1952, and exceeded net re- 
ceipts from dry cargo trade by well over $100 million. 
However, port expenditures by foreigners in the 
United States greatly exceed our expenditures in for- 
eign ports. This factor along with substantial earn- 
ings from shipments between foreign countries has 
enabled us to maintain a surplus on the over-all 
transportation account. But it is likely net receipts 
on transportation fell to about $150 million in 1953. 


Government Expenditures Abroad 


Government expenditures for miscellaneous services 
have increased rapidly since 1951, largely as a result 
of expanded military expenditures abroad. Such 
expenditures totaled $1,134 million net in the first 
nine months of 1953, as compared with $884 million 
in the same period of 1952 and $873 million for the 
entire year of 1951. In 1952 alone, this factor con- 
tributed $400 million toward reducing the world 
deficit on goods and services. Net expenditures of 
$1,134 million in the first nine months of 1953 were at 
an annual rate of over $1.5 billion. 


Travel and Remittances 


Expenditures by Americans for travel abroad have 
proved a significant source of dollar earnings for 


130 


TABLE 9: 


Imports of Selected Finished Manufactures 
Millions of dollars 


Wool manufactures....... 
Newsprint’®....2-.00..00-- 


Steel-mill products........ 18 
Agricultural machinery... . 5 
Other machinery.......... 80 
Vehicles #2. sic s..ecie os ees 13 
Watches and movements, + 


except parts............ 


Sources: Department of Commerce; Bureau of the Census 


foreign countries, providing net dollar receipts of 
about $300 million annually since 1948. While rela- 
tively stable on an annual basis, travel expenditures 
have exerted a strong seasonal effect in the third 
quarter of the year. For example, of the change in 
our net receipts of $255 million for goods and services 
from the second to the third quarter of 1953 (from 
a foreign deficit of $52 million to a foreign surplus of 
$203 million), over $100 million was accounted for 
by the seasonal increase in American expenditures 
for travel. 

Net private remittances from the United States 
to individuals and institutions abroad continue to pro- 
vide another important source of dollar exchange to 
foreign countries. Such remittances declined from 
the immediate postwar years until 1952, when they 
increased slightly to $433 million net. The increase 
continued into 1953, with remittances in the first nine 
months totaling $380 million. A further increase will 
likely be reflected in the fourth-quarter figure because 
of the Christmas season. Including private remit- 
tances, the foreign surplus on current account was 
$342 million in the third quarter and $426 million in 
the first three quarters of 1953, again excluding goods 
and services supplied by us as military aid. 


FACTORS IN INCREASED IMPORTS 


Substantial progress since 1951 has been made by 
foreign countries toward balancing their accounts with 
the United States. The increase in foreign holdings of 
gold and dollar assets from April, 1952, to September, 
1953, somewhat exceeded the net amount of the eco- 
monic aid extended by us in loans and grants. How- 
ever, extraordinary expenditures abroad by the United 
States have contributed significantly to the improved 
current account position of foreign countries. Ex- 
penditures abroad by the military for goods and 
services, including off-shore purchases of goods for 
transshipment under the military aid program, to- 
taled $3.8 billion from January, 1952, through Sep- 
tember, 1953. Such expenditures in the first three 
quarters of 1953 were at an annual rate of $2.5 bil- 


TABLE 10: 


United States Receipts and Payments on Service 
Transactions 


Millions of dollars 


Net Receipts 


Period Payments or Payments (-) 

Annual 1949............ 2,537 1,100 

Amnualtl950 2220. coon: 2,813 954 

Annual 1951............ 8,386 1,347 

| Se ee ey er 700 263 

RS etic norte etaneVacsmerecece 803 379 

DLA SRS 982 216 

LV #asesrteds «mesma 901 489 

Annual JO59ocer . . atoms 4,291 562 

Tate OL ee SHEE TS repel 915 247 

Di aeiheacc cst ooccets 1,064 167 

DUDS ccccactce eee 1,244 — 76 

LV ccs ent oer oe 1,068 214 
1953 

leven. Been. a 1,053 116 

TG posites «Ee 1,188 54 

kei Angee eeneeeeds 1,388 -166 


Source: Department of Commerce 
TABLE 11: 


United States Military Expenditures Abroad! 
Millions of dollars 


MU 2 24 0 2 Sepia ae oj apse ote 629 284 345 
j00 ARP a rd eee ENS! 687 316 361 


Includes goods and services purchased abroad for use by the armed forces abroad 
and for transfer to foreign countries under the military aid program 


lion and were increasing in each quarter of the year. 

These goods and services purchased by us, however, 
require the use of foreigners’ productive facilities 
which, in the absence of this extraordinary demand, 
could presumably be used to produce goods either for 
export or to reduce the need for dollar imports. 


IMPORTS GEARED TO OUTPUT 


But more importantly, the high level of United 
States commercial imports in recent years has been 
geared closely to the expanding national output in 
this country. Because of this close relationship, any 
contraction in business activity here could have seri- 
ous balance of payments consequences in foreign 
countries, particularly those whose monetary reserve 
positions are relatively weak. The fear in some areas 
of any possible business recession in the United States, 
coupled with relatively low ratios of gold and dollar 
reserves to imports, may largely explain the desire 
for continued accumulations of gold and dollars. 


Jackson Hearn 
Division of Business Economics 
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BUSINESS FORECASTS 


Employment 


The Wall Street Journal (February 8)—‘Unemployment 
will get somewhat worse, level off a while and then get a 
little better, several government officials figure. 


“They told lawmakers looking into the country’s economic 
situation that the jobless level now is higher than at any 
time since early 1950 and it probably will go higher, but 
that they expect a marked improvement in the second half 
of this year... . 


“The Bureau of Employment Security, which handles the 
federal-state unemployment compensation program now is 
assuming that for the last half of this fiscal year . . . unem- 
ployment will average 2.6 million.” 


Steel 


Iron Age (February 4)—‘“Although steel leaders are still 
generally optimistic, the more bullish ones have been forced 
to scale down their estimates of demand. They still expect 
a ‘good year’ but they don’t mean a sharp pickup; a ‘good 
year’ means more of the status quo. 


“Tt would be foolhardy to gamble on a sharp pickup in 
automotive buying. The auto industry is still steel’s 
number one customer, and it will continue to take nearly 
a fifth of steel output. But even the biggest and most ag- 
gressive auto companies are finding it prudent to shave 
production to keep from running too far ahead of sales. . 


“Offsetting some of the disappointments in the market 
are these points on the brighter side: 


(1) Many small and miscellaneous steel users who had 
been completely out of the market while correcting inven- 
tories are placing orders again. 

(2) The tough adjustment period for warehouses appears 
to be nearing an end.... 

(3) Demand for construction products has held up better 
than has been expected. This now gives promise of being one 
of the brightest areas of the market.” 


Aviation 


Aviation Week (February 1)—“The aircraft manufactur- 
ing industry can look forward to at least another two years 
of business at its current level. This is the signficance of the 
airpower portions of the fiscal 1955 Federal Budget now 
before Congress. 

“Expenditures for military aircraft and related procure- 
ment are the key to the current business index, while new 
appropriations are the guide to future production levels. 

“ . . it appears that military aircraft procurement event- 
ually will settle down to about a $6-billion annual level, 
which is about half of the post-Korean mobilization peak 
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and more than three times the level of the pre-Korean pro- 
curement level of fiscal 1950.” 


Petroleum 


The Journal of Commerce (January 26)—‘‘Petroleum 
industry leaders are looking for sales this year to show a 
further increase, and for total industry earnings in 1954 to 
make one of the best showings on record. 


“Such expectations are based on the assumption that any 
easing off in industrial and business activities in this country 
in 1954 won’t be serious in extent. 


“In event of a decline of around 5% in industrial produc- 
tion, for instance, it is estimated that domestic consumption 
of oil will be about 4% above the record demand in 1953. 
In event industrial production this year holds at around the 
1953 level, however, domestic oil consumption at a rate 5% 
or more above 1953 could be expected.” 


Retail Trade 


Clarence C. Choyce, national retail advertising manager 
of Sears, Roebuck and Company (in an address before the 
annual meeting of the Newspaper Advertising Executives 
Association in Chicago) —“Total disposable income in 1954 
may be $3 billion or $4 billion under 1953—$245 billion 
versus $249 billion. Any way you look at the picture it’s 
good. Most of you pretty well know where decreases in con- 
sumer expenditures will come if they come at all. That will 
be in automobiles and housing. I expect the general retail 
business in 1954 to be as good or better than in 1953, and 
it was good in 1953.” 


Paper 


The New York Times (February 10)—‘With a record 
year just closed, the country’s paper and pulp industry looks 
confidently for new progress in 1954, according to a survey 
report issued yesterday. 

“Reasons for the optimistic outlook were detailed by 
E. W. Tinker, executive secretary of the American Paper 
and Pulp Association. . . 


** “Teaders of all branches of paper and pulp manufacture— 
America’s sixth largest industry—look to 1954 as a year of 
high output, widespread consumption, greater efficiency in 
management and operation and constructive intensification 
of selling,’ Mr. Tinker said.” 


Inventory 


Dr. Roy L. Reierson, vice-president of the Bankers Trust 
Company (in an address before a conference of the National 
Association of Mutual Savings Banks, February 8)—“I in- 
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cline to the view that the adjustment of inventories has not 
yet been completed, that for some months to come there 
will be little tendency to renew inventory accumulation, 
and this will prevent any significant upturn in the economic 
indices. ... 


“Considering the fact that the present correction in 
business has been under way for at least six months, the 
moderate character of the declines in most economic series 
should be a matter of some comfort and reassurance. The 
record of the past six months does not suggest that we are 
in the opening phase of a major contraction in business 
activity. 

“In fact, were it not for our habit of making comparisons 
with the ‘superboom’ that reached its peak in the early 
months of 1953, we would perceive that most indices of 
aggregate production and consumption are still at remark- 
ably high levels.” 


Construction 


Thomas S. Holden, vice-chairman, F. W. Dodge Corpora- 
tion (in a paper presented at the conference of the New 
York Society of Security Analysts, Inc., January 28)— 
“F. W. Dodge Corporation has estimated for 1954 construc- 
tion volume a moderate reduction from the records made in 
1953. For physical volume of nonresidential building (new 
floor space in square feet to be contracted for) an over-all 1% 
increase has been estimated. Gains over last year in com- 
mercial building, educational building and social and recrea- 
tional projects are expected to offset by a small margin 
expected moderate declines in manufacturing buildings, 
hospitals and institutions, public and religious buildings. 
A 10% decline from 1953 in residential building volume is 
estimated. . . . It seems quite possible that these very con- 
servative estimates may be bettered by the year’s perfor- 


General 


Sumner H. Slichter, professor, Harvard University (in an 
address before the Executive’s Club of Chicago, February 5) 
—‘“. .. My present belief is that the bottom of the recession 
will come about June or July, and that the latter half of 
1954 will be a period of expansion rather than contraction. 
I believe that the rate of output at the bottom will be 
between $355 billion and $360 billion a year... . 


“There are four principal reasons for expecting some 
further contraction in business. One is the fact that the 
Federal Government plans to reduce its cash expenditures 
in the present fiscal year by about $1.4 billion below the last 
fiscal year.... 


“A second reason ... is that industry plans to spend 


somewhat less on plant and equipment in 1954 than in 
1953. 3.4 


“A third reason . . . is that the reduction in inventories will 
probably continue somewhat further. . . . 


“A fourth reason for expecting a further contraction of 
business is that the revival of personal consumption expen- 
ditures will be held back for a few months by large repay- 
ment on short-term consumer debts.” 


Mr. Harlow H. Curtice, president of General Motors (in 
a speech preliminary to the GM Motorama, January 19)— 


“_ .. No depression is in my vision. It is my belief that the 
national economy will be strong and healthy throughout the 
year. These are the reasons why: 


“Although prosperity in this country is certainly not 
dependent on a continuance of high defense expenditures, 
nevertheless defense outlays must be given consideration. 

. they will not be reduced drastically in 1954. . 


“New housing starts should exceed a million again this 
year, and commercial building will continue at a high level. 

“As for capital investment by industry—the elimination 
of the excess-profits tax will make additional funds available 
for modernization and expansion of facilities. 


“  . . L anticipate little change in the over-all level of em- 
ployment. 

“Consumer expenditures should continue substantially 
at present high levels as a result of well-sustained incomes 
and lower taxes... . 


“Taking into consideration the various economic factors 
which I have outlined, the underlying strength and vitality 
of the economy should support a gross national product this 
year approximately equal to the $365 billion total estimated 
for 1953.” 


Marcus Nadler, professor of finance, New York University 
(in an address at the Arthur M. Reis Forum, January 12) — 
“In my opinion, 1954 will witness a continuation of the 
rolling readjustment which set in at the end of 1948, which 
was temporarily interrupted by the effects of the Korean 
war, and that this rolling readjustment in certain branches 
of industry will further be aggravated by inventory liquida- 
tion.” 


Bernard F. Gimbel, president, Gimbel Brothers (in The 
Commercial and Financial Chronicle, January 28)—“The 
business outlook for the first half of 1954 is, in my opinion, 
reasonably reassuring. After fifteen consecutive quarters 
of expansion and inventory build-up, the general economy 
began to suffer a mild setback in the third quarter of last 
year. However, if there is any further letdown in the offing, 
it will no doubt be kept under control, for there seems to be 
no fundamental weakness in the economic structure.” 


The Journal of Commerce (February 10)—“A Ford Motor 
Company economist today told the Congressional Joint 
Economic Committee that ‘most’ of the adjustment in busi- 
ness activity has been completed and the groundwork now 
is being laid for a reversal of the recent downward move- 
ments in production and employment. 


“George P. Hitchings, manager of the Ford economic 
analysis department, offered this generally optimistic ap- 
praisal of 1954 prospects. He indicated the limits of his 
optimism, however, by predicting that consumers will spend 


5% to 10% less for durable goods this year than they did in 
UALS Rene a 


“Gordon B. Hattersley, vice-president of Sears, Roebuck 
and Company, said it is unlikely that the economy will 
rebound as rapidly or as sharply as it did from the 1948- 
1949 inventory recession. He said 1954 activity can be 
high—though below the 1953 peak—if industry focuses 
‘maximum attention’ on cutting costs. . . . Moderate in- 
creases in soft goods sales are possible this spring and normal 


fall weather in 1954 could result in ‘quite favorable’ year- 
to-year comparisons.” 
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